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Editorial Comment 


EDUCTION of the rate of discount 
of the Federgl Reserve Bank of 
New York to one per cent. marks 

a record low for the central bank rate, 
not only in the United States but for 
all countries having such institutions. 

Two interpretations have been placed 
on this action: the desire to continue 
the policy of easy money, and an in- 
ducement to member banks to borrow 
of the Federal Reserve instead of sell- 
ing their Government securities in order 
to keep up their reserve requirements. 

It would seem that the rate for money 
is now and for a long time has been 
so low that any fresh stimulus to a 
lower rate was unnecessary. Besides, in 
the opinion of many bankers and econo- 
mists, a policy of easy money, however 


desirable in promoting recovery from 


a depression, if continued after a 
marked revival of production and trade, 
is almost certain to lead to dangerous 
inflation. If this view has not thus far 
received confirmation from the course 
of events, it may be due to the fact that 
the demand for bank loans has not as 
yet become sufficiently strong to put 
the principle in operation. 

As the Federal Reserve authorities 
have expressed concern as to the dan- 
gers of inflation, the reduction of the 
rate of discount to this low point would 
hardly seem consistent. 

If the reduction was made to keep 
the banks from unloading their Govern- 
ment securities, this may be seen as an- 
other attempt of the Treasury to bolster 
up its obligations by artificial means, 
instead of protecting them by the 
sounder method of making income and 
expenditures meet, plus a steady reduc- 
tion of the present unwieldy public 
debt. 

Weakness in Government securities 
and serious depression in the stock 
market were followed last month by 


the release to the Federal Reserve banks, 
of $300,000,000 from the gold steriliza- 
tion funds, and the contemplation of 
open-market operations. The result of 
this policy will be to increase member 
bank reserves and to maintain easy 
money 
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(CONFIDENCE in the intelligence of 

bankers seems to be under a cloud 
much larger than a man’s hand, if one 
may accept the statement of Dorothy 
Thompson, as recently expressed in the 
New York Herald Tribune. The writer 
is not, in this instance, dealing with the 
opinions of the masses of the people; 
but what she calls “the middle classes 
of the country,” a section representing 
the most solid part of our citizens. This 
“powerful part of public opinion,” it 
is said, “greatly distrust the intelligence 
of the banking fraternity, by and large.” 
By employing the qualifying nautical 
term, the writer permits a means of es- 
cape to individual bankers, who may 
believe themselves exempt from this re- 
flection on their intelligence. 

Anyway, the assertion lacks proof. 
Before accepting it one would have to 
have further evidence, particularly as 
to the capacity of this section of the 
people accurately to appraise banking 
intelligence. And just what is intelli- 
gence as employed in this instance? If 
held to mean that many bankers lacked 
the intelligence that would have en- 
abled them to manage their banks with 
safety amidst an economic hurricane, 
much evidence could be brought for- 
ward to support this view. But if it is 
meant to imply that bankers have been 
wanting in intelligence respecting gen- 
eral social and economic problems, 
they might justly retort that the shoe 
is on the other foot. : 
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S have been expressed that gold 
may lose a large part of its present 
value on account of the increased pro- 
duction of the metal and the limited use 
of gold as money.. Some of these fears 
go so far as to hint that gold may be- 
come entirely valueless. But this can 
hardly be the case so long as a prefer- 
ence exists for its use in the arts and 
for industrial purposes. 
Light on this subject is thrown by a 
letter from New York, published in 
The Economist, London, and signed by 
Samuel Laufbahn. The letter follows: 


To tHe Eprror oF THe Economist: 

Sin—In your June 12th issue you con- 
sider two solutions of present gold diffi- 
culties: first, redistribution through Gov- 
ernment action; second, restrictions upon 
new mining of gold. 

You. fail to consider a. third solution 
that in the past two or three thousand 
years most effectively supported the value 
and price of gold, i.e. the free circulation 
of. gold coin. I am well aware of the 
serious objections to this solution. All 
these objections, however, run counter to 
the well-settled experience of thousands of 
years. 

Morevver, they run counter to the very 
foundation. of gold’s value, The. scarcity 
of the yellow metal exists only when gold 
is permitted to circulate freely and satisfy 
human vanity. Once that appeal to human 
affections is either restricted or suppressed, 
gold. automatically becomes over-abundant 
and. loses its value. 

You could create a _ similar over- 
abundance of diamonds, or any other com- 
modity. Remove the desire for any com- 
modity and its value will tend to evapo- 
rate. 

Unless this unnatural and absurd dilu- 
tion of gold’s value ceases, it will be- 
come ever more difficult to maintain its 
market price. 


Yours very truly, 


Samvuet LAvFRAHN. 


New York. 


It is rather a dismal prospect, that 
after having put a fictitious price on 
gold, and acquiring a large stock of the 
metal, and then burying it in the 
ground, the United States should find 
itself with something of little or no 
value. This danger could be avoided 
by putting gold into circulation, as the 
writer of the above letter suggests. It 
is, however, too much to expect that 
the experience of three thousand years 
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will weigh very heavily inthe scales 
with the financial wisdom recently ae. 
quired at Washington. 
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"THE creation of a national economic 

board is proposed in a bill intro. 
duced in the Senate by Senator Berry 
of Tennessee. This board is to be com- 
posed of the Secretary of the Treasury, 
the Attorney General, the Secretary of 
the Interior, the Secretary of Agricul. 
ture, the Secretary of Commerce and the 
Secretary of Labor. These are advisory 
members ex officio. In addition five 
members, whose qualifications are de- 
scribed in the bill, are to be appointed 
by the President. 

What purposes the board is intended 
to serve are set forth in sections 5 and 
6, and these sections are quoted in full: 


Sec. 5. (a) The Board shall, from time to 
time, call conferences—national, regional, 
local, or by economic groups or classes—to 
which there shall be invited persons truly 
representative of employers and employes in 
industry, commerce, and agriculture, or any 
of them, or of a ‘particular group or class 
of industry, commerce, or agriculture, for 
the purposes of— 

(1) Ascertaining, through discussion, the 
existing economic conditions in industry, 
commerce, or agriculture or a_ particular 
group or class thereof, the need for legisla- 
tion, and the objectives to be sought through 
legislation ; 

(2) making recommendations for national, 
local, group, or other co-operative action 
seeking the improvement of economic con- 
ditions ; 

(3) soliciting the co-operation of and as- 
sisting regional or local groups in effecting 
beneficial co-operative action and defining 
reasonable standards for industrial and com- 
mercial relations which might be the sub- 
jects of co-operative action; 

(4) aiding and counseling in the formula- 
tion of recommendations concerning the 
matters set forth in subsection (c) of this 
section. 

(b) The conclusions and recommendations 
of all such conferences, whether final or 
interim, shall be submitted by the Board, 
together with the Board’s own conclusions 
and recommendations, simultaneously to the 
President and to the Congress. 

(c) It shall be the duty of the Board to 
make continuing studies, and from time t0 
time to submit reports and recommenda- 
tions to the President and to the Congress, 
upon— 

The status and actual causes of uneml- 
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ployment, and methods for balancing em- 
ployment; 

Natural and other national resources, in- 
cluding human resources, and their conserva- 
tion, protection, and economic use; 

The causes of, and conditions which lead 
to, industrial disputes, and means for ob- 
viating such causes and conditions and for 
settling disputes promptly and peacefully; 

The relationships as to production, dis- 
tribution, consumption, and values, between 
agriculture on the one hand and industry 
on the other, with a view to effecting a 
more rational and equitable balance between 
these mutually dependent economic groups; 

The sources and uses of national income, 
including critical general analysis of the 
utilization of public funds; 

The condition and trends of foreign 
values and commodity movements that affect 
industry, commerce, .agriculture, and em- 
ployment in the United States; and _. 

Such other subjects as the President or 
either House of the Congress. may from 
time to time direct: Provided, ‘That all re- 
ports and recommendations upon subjects 
so designated shall be made public by the 
Board. 

Sec. 6. The Board, so far as possible, shall 
utilize the services of existing Federal agen- 
cies in the collection of information and 
compilation of statistical data required for 
the studies authorized by section 5. It shall 
be the duty of the Board to-co-operate with 
the Bureau of the Budget and other agen- 
cies of the Government to. prevent the 
duplication or overlapping of studies and 
researches researches by agencies of the 
Government. 


Some of the objectives of this pro- 
posal are so laudable as to win ap- 
proval for the measure at first sight. 
Objections will be raised against it on 
the grounds that it would create an- 
other Federal board and would repre- 
sent an extension of economic planning. 

By section 4 of the bill, “the board 
is authorized to make such rules and 
regulations as it deems necessary to 
facilitate the effective discharge of its 
duties.” While it is necessary for the 
functioning of any such organization 
that it should have the power to make 
tules essential to its operation, it. has 
been found that so sweeping a grant of 
power as that above granted comes 
dangerously near giving to a board the 
power of legislation. 

The broader question arising is two- 
fold: first, is there at present existing 
any lack of information respecting the 
matters with which the board would be 


called onto deal; second, is there not 
now at hand all required machinery 
for doing what the bill proposes. 

It is possible’ that there are some 
general aspects of the economic situa- 
tion whose problems could be effec 
tively dealt with by a:national economic 
board. But it would seem that’ indus- 
trial, commercial and agricultural or- 
ganizations are better equipped to han+ 
dle problems peculiar to themselves. 

Furthermore; is it lack of informa- 
tion and; mechanism that delays prog: 
ress, or the lack of wisdom in utilizing 
the information and machinery already 


available? 
© 


N a recent book (“The Social Conse: 
quences of the Econoniic Depres- 


sion,” by Wladimir Woytinsky), the 
author says: 


More than once doctors have been granted 
the satisfaction of triumphing over some 
deadly microbe. Is there any reason why 
economists should be less fortunate? .. . it 
should surely be possible for us to distin- 
guish the sequence of economic and social 
phenomena more clearly than was. possible 
before the depression. This possibility should 
encourage economists and statisticians to 
concentrate their efforts.as do doctors, bi- 
ologists and bacteriologists at the conclu- 
sion of a serious epidemic. They may then 
be lucky enough to discover the germ of our 
economic troubles: and find some means of 
localizing it and preventing it from spread- 
ing. 


Commenting on this book, The South 
African Journal of Economics does not 
find the search for this germ very hope: 
ful, as may be seen from the following: 


The analysis is ably and convincingly pre- 
sented, and leaves one with a somewhat 
gloomy general impression of inevitability. 
Facts follow one another in catastrophic 
sequence—an initial fall in industrial pro- 
duction, particularly of producer’s goods— 
a lessened demand for raw materials—an 
increase in unemployment—a contraction in 
purchasing power—falls in — price-levels 
which acted as “carriers of the contagion”— 
transfer of loss through divergence of prices 
from industrial to agricultural countries— 
the further closing of consuming markets; 
can we hope to understand the nature of 
the forces sustaining this vast upheaval? 


The “gloomy impression” that panics 
and crises are inevitable is denied by 
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many. They contend that these phe- 
nomena are subject to the same method 
of successful treatment as has been 
found effectual in the case of a num- 
ber of bodily maladies. This view 
would seem to rest upon the belief that 
panics and crises are the result of some 
sort of a germ that can be isolated and 
destroyed. Such a view is evidently 
held by Professor Woytinsky. 

Although many learned treatises have 
sought to explain the causes of these 
visitations, and to prescribe a remedy 
for them, their labors have thus far not 
proved of much value, either because 
their diagnosis was wrong, or because 
the proffered remedy has not been tried. 

It may be suspected that, in seeking 
to set up an pos between remedies 
for bodily ills and those of an economic 
character, the search has gone astray. 
But could it be shown that panics are 
due to a single cause, such for example 
as overtrading, it by no means follows 
that the propensity of people to plunge 
would necessarily be cured. e per- 
fect remedy, in this case, would call for 
a higher degree of human perfection 
than has yet been reached or that may 
ever be attainable. Thus, the “gloomy 
inevitability” of panics and depres- 
sions finds support. 

But if these malign visitors may not 
be barred entirely, the distress caused 
by their coming would be greatly al- 
leviated if people would observe a sim- 
ple and homely rule—never to bite off 
more than they could comfortably mas- 
ticate under whatever circumstances. 


10) 


LOAN transactions of member banks, 

which showed a decline from June 
30, 1932, to June 30, 1935, have been 
steadily rising since the latter date, 
although still far below the 1932 total. 
Omitting the last three digits, the totals 
for the years named are: 1932, $16,- 
587,185; 1933, $12,858,099; 1934, $12,- 
522,980; 1935, $11,927,966; 1936, $12,- 
541,845; 1937, $14,284,875. Thus, 
while the loans are greater by $2,356,- 
909,000 than at the low point of June 
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30, 1935, they are still less by $2,302. 
310,000 than on June 30, 1932. 

Between the earlier and later dates— 
1932 and 1937—direct U. S. obliga. 
tions held by member banks have in. 
creased from $5,627,854,000 to $10, 
870,404,000. But in the last year there 
has been a slight decline in the hold- 
ings of these obligations. 
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ANDREW W. MELLON, who was 

Secretary of the Treasury from 
1921 to 1932—a period longer than 
that of but one of his predecessors in 
that office—died at the home of his 
daughter at Southampton, N. Y., on 


August 26. 


Mr. Mellon was a man of great 
wealth, prominent in banking and many 
industrial enterprises. His administra- 
tion of the Treasury Department was 
marked by a policy of steady reduc- 
tion of the public debt, a policy that, 
as circumstances have turned out, is 
now seen of supreme importance to the 
country’s credit. For had this policy 
of debt reduction not been pursued, 
the necessity for spending of huge pro- 
portions which came in later years 
would have made it difficult to raise 
the huge sums required at a reasonable 
rate. This achievement must fairly en- 
title Mr. Mellon to high rank among 
the many distinguished men who have 
been at the head of the Treasury, in- 
cluding such well-known names as those 
of Hamilton and Gallatin. 


To crown his career, Mr. Mellon has 
donated a large sum for the creation of 
a public art gallery at Washington. His 
large fortune has been bequeathed to 
charitable and educational uses. 

Those who met Mr. Mellon must have 
been impressed by his dignity, sim- 
plicity and modesty. He was a great 
builder, with profound faith in his 
country and its institutions. His rec 
as Secretary of the Treasury disclosed 
his patriotism and his sound concep- 
tion of the requirements of that exalted 
station. 





The New Banking Law of Honduras 


Creation of a Central Bank « Effect of the Law Upon Branches 
of Foreign Banks « Rules Governing Honduran 


Banking Operations « Exchange Control to Be 
Assumed by Central Bank 


By Henry Paine CRawFrorp* 


N July 10, 1937, the Republic of 

Honduras published its: new law 

governing banking establishments 
of all kinds. Every natural or juri- 
dical person who attempts to consum- 
mate banking operations in the country 
is subject to the provisions and require- 
ments of this legislation. 


Branches of Foreign Banks 


Under this new Honduran law bank- 
ing institutions domiciled abroad are 
specifically permitted to have branches, 
agencies or affiliates in the Republic 
provided the following statutory re- 
quirements are observed: 


(1) That the head office bind itself ex- 
pressly to respond without limitation, with 
all of its assets and securities and not only 
with those which it may have in Honduran 
territory, for the operations effected or to 
be effected by its branch, agency or affiliate 
in the country; 

(2) That it bind itself to situate per- 
manently in Honduras the capital allocated 
to its Honduran branch, agency or affiliate 
and which shall not be less than 500,000 
(quinientos mil) lempiras; and 

(3) Provided it obtain the legal author- 
ization described herein respecting the 
commencement of operations. 


Branches of foreign banks enjoy the 
same rights and prerogatives as national 
banks and are subject to the same laws 
and regulations as the latter; however, 


—_~ 


“Of the Bars of the District of Colum- 
bia, Georgia and California; Chief, Latin 
American Legal Section, Division of Com- 
mercial Laws, Bureau of Foreign and Do- 
mestic Commerce. The present law is known 
as Decree No, 80, signed March 11, 1937, 
published July 10, 1937, Diario Oficial No. 
10244. Copyrighted, 1937, by the ‘author. 


they are not obligated to have a board 
of directors to administer their affairs 
in Honduras. It will be sufficient if 
they permanently maintain a_repre- 
sentative within the country fully em- 
powered under a general power of at- 
torney. But no foreign banking enter- 
prise may invoke special rights by vir- 
tue of its nationality in respect of its 
operations realized in Honduras, more- 
over, any controversy which may arise, 
whatever may be its. nature, shall be 
decided by Honduran courts in accord- 
ance with the laws of the Republic, 
although Honduran creditors and for- 
eigners resident in Honduras shall have 
a preferred claim against the assets held 
in Honduras by a foreign banking en- 
terprise. 

What are termed “purely banking op- 
erations” are defined as (a) receiving 
deposits in current account, at sight, on 
fixed deposit or savings; (b) the pur- 
chase and sale of drafts and bills of 
exchange abroad, issuance of letters of 
credit, opening commercial credits and 
making transfers of funds; and (c) 
opening and maintaining current ac- 
counts in overdraft. Only those bank- 
ing establishments organized in accord- 
ance with the present law may 
undertake such operations or use the 
name bank, banking house, or similar 
names in Spanish or in any other 
language. Commercial firms which de- 
sire to devote themselves to purely 
banking operations must establish sepa- 
rate sections apart from their busi- 
nesses, with special accounting and 
subject in every way to the present law, 
above all with respect to capital, guar- 
anty and supervision. Any infraction 
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of this rule will be punished by a fine 
of 100 to 500 lempiras for each day 
thereof after due notice from the 
Ministerio de Hacienda. With respect 
to corporations, they shall also be sub- 
ject to the provisions of the Code of 
Commerce and other laws. 


Initial Capital 


The initial capital of banking estab- 
lishments may not be less than 1,000,- 
000 Jlempiras when their principal 
place of business or one of their 
branches operates in the capital of the 
Republic nor less than 250,000 lempiras 
when their principal place of business 
is established in another part. of the 
country. Before operations are actually 
commenced at least 75 per cent. of the 
capital must be paid up. As soon as 
the initial capital has been totally sub- 
scribed and paid up in the manner just 
described, it is the duty of the board 
of directors, or whoever may be ap- 
pointed hy them, to request legal au- 
thorization from the Secretaria de 


Hacienda to commence operations. 


The Board of Directors 


Only shareholders of the bank may 
serve on the board of directors; more- 
over, two or more persons of the same 
family related within the fourth degree 
by blood or the second degree by mar- 
riage are precluded from being mem- 
bers of the board as well as persons 
having the same degrees of relationship 
with the president, manager or cashier, 
and at least the half, plus one, of the 
board of directors of any banking es- 
tablishment: must be Hondurans. 


The election or appointment of mem- 
bers of the board must be communicated 
to the Secretaria de Hacienda and the 
act of installation published in La 
Gaceta at Tegucigalpa. The board 
must hold meetings at least once a 
week. At such meetings, the manager, 
or the person acting for him, must sub- 
mit an exact report of the operations 
effected since the last meeting. The 
manager is the legal representative of 
a Honduran banking establishment, 
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and -his signature will bind the bank 
in all acts in which he appears as such, 


The Central Bank 


By .virtue of the present law a Cen- 
tral Bank of the Republic is created 
which shall be known as the “Central 
Honduran Bank” (Banco Central Hon. 
dureno). It will be an institution of 
privileged. character and considered as 
a public service, but not as an entity 
of the State. Its principal functions, 
in, addition to those already described 
for commercial banking establishments, 
are (1) to issue bank notes, (2) to be 
the fiscal agent or banker for the State 
if the latter so desires it, subject to 
appropriate restrictions, and (3) such 
others as may be fixed by special legis- 
lation regulating its organization and 
method of operation. 


Honduran Banking Operations 
All Honduran banking _ establish- 


ments organized in accordance with the 
present law and duly authorized to 
commence operations may perform all 
operations of their particular category 
without further restrictions than those 
established by this legislation. The 
following are listed as lawful banking 


operations: 


(1) Those already enumerated above in 
Article 1; 

(2) To discount and negotiate commercial 
notes, drafts, bills of exchange and 
titles of credit; 

(3) To lend money at interest under per 
sonal, pledge, or mortgage collateral; 

(4) To issue mortgage bonds secured by 
mortgages executed in favor of the 
Bank when the latter has special at 
thorization to establish a section for 
mortgage loans to finance agriculture 
and other industries; 

To receive securities and personal ef 
fects in custody and to rent safety de 
posit boxes; 

To purchase and hold real property 
when the latter is intended for the use 
of the institution, or when it is ac 
quired at public auction by reason of 
encumbrances executed in its favor, 
and to alienate the same in the man 
ner provided by the present law; 

To act as the agent of any person oF 
entity for a determined object, and, ia 
such a character, to receive and. suf 





In what type of banking service are 


your active depositors interested P 


mt lee 


—_ 
— 


Some of them may seek investment 
advice; others will rent safe deposit 
boxes; a few may need to borrow 
money. 


But whatever their contacts may be, 
they all deposit and draw checks. They 
would therefore be glad to know that 
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you use the best available facilities in 
providing this valuable service. 


An account with us will assure to you 
and your clients the best that banking 
affords in the way of efficient check 
collection. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1808 


PHILADELPHIA, PA. 


CAPITAL and SURPLUS ... . . . $30,000,000 
Member of Federal Deposit Insurance Corporation 
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render money, transfer, register and 
countersign shares of stock, bonds and 
other securities; and 

(8) To administer estates as attorney in 
fact or guardian and to discharge the 
duties of liquidator as provided by the 
present law. 


However, all Honduran banking es- 
tablishments are subject to certain re- 
trictions in the course of their opera- 
tions. They may not lend to any person, 
directly or indirectly, whether such per- 
son be natural or juridical, under pub- 
lic or private law, with the exception 
of the State, sums which in the aggre- 
gate exceed ten per cent. of the paid 
up capital plus reserves, nor may loans 
be made for more than six months, 
although the contract may stipulate 
successive extensions for similar 
periods. Their own shares may not be 
accepted as collateral nor may they 
acquire them as owners, nor may loans 
be made, directly or indirectly, to a 
member of the board of directors, the 
president, the manager, or other em- 


ployes of the bank. 


Further, they are precluded from 
granting credits in current account 
without a written contract, and where 
the credit exceeds 5000 lempiras either 
as to principal or accumulation of in- 
terest, it must be supported by pledge 
or mortgage security. Also, banks may 
not hypothecate their own properties 
nor give their own portfolio as col- 
lateral or in payment of their obliga- 
tions except in those operations effected 
with the Central Bank, nor may they 
issue bank notes or other fiduciary de- 
vices with the status of money. 

They are prohibited from engaging 
in mining operations, from establishing 
metallurgical offices, or founding or 
administering mercantile or industrial 
establishments, acquiring or  admin- 
istering urban or rural realty, or tak- 
ing active part in partnerships or 
limited partnerships unless they are re- 
inforcing a security and assuring the 
payment of credit previously extended, 
in which case they may accept realty 
or any other security. But in this case, 
as in the case of property acquired at 
public auction, such realty must be 
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sold within two years from the date of 
acquisition, although this period may 
be extended for an equal length of 
time at the discretion of the Secretaria 
de Hacienda. 


Cash on Hand and Legal Reserves 


Under the present law every Hon- 
duran banking establishment must 
form a reserve fund equal to the 
amount of the capital subscribed. With 
this end in view, at least 10 per cent, 
of the net profits shall be set aside at 
the end Of each semester before the dis- 
tribution of dividends. The expression 
“net profits” (utilidades liquidas) is 
understood to mean the excess of gen- 
eral profits (ganancias generales) over 
expenses of administration, payment of 
taxes, and losses incurred in the re- 
spective period. 

Moreover, any bank which is a share- 
holder in the Central Bank must main- 
tain as a guaranty of its deposits at 
sight and in current account 25 per 
cent. of the total deposits in minted 
money of legal tender in the country 
or in gold bars or in both species, and 
15 per cent. of the total of fixed de- 
posits (depdsitos a plazo) in the same 
form. If the bank is not a shareholder 
in the Central Bank, the percentages of 
guaranty shall be 50 per cent. and 30 
per cent. respectively, but until the 
Central Bank commences operations the 
percentages shall be 25 and 15 per 
cent. respectively for all classes of 
banking enterprises, although 25 per 
cent. of the guaranty must be deposited 
in the Central Bank and the remain- 
ing 75 per cent. retained by the banks 
in their own vaults. In the latter case, 
the text of the law does not explain 
where the deposit of 25 per cent. of 
the guaranty is to be made pending the 
opening of the Central Bank. 


Inspection and Supervision 


The inspection and supervision of 
national banking institutions, and 
branches, agencies or affiliates of for- 
eign banks will be under the jurisdic 
tion of the Department of Ban in 
Supervision (Departamento de Vi 
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ancia Bancaria), a direct dependency 
of the Treasury (Secretaria de 
Hacienda y Crédito Publico), the lat- 
ter being empowered to order whatever 
audits and verifications of cash it may 
deem necessary. Banks are obligated 
to present, whenever requested by the 
Treasury, the Department of Supervi- 
sion or their representatives, all data 
indicated, as well as principal and aux- 
illiary books of accounting, documents 
in portfolio, and everything necessary 
“to know with exactitude the true posi- 
tion of the establishment inspected.” 
Refusal on the part of a bank to pro- 
duce the books or documents requested 
will be punished by a fine of 100 to 
500 lempiras, imposed by the Treasury, 
for each day of resistance until the or- 
der is obeyed, and if necessary, the 
Treasury may petition an attachment 
of assets of the establishment, branch, 
agency or affiliate until the fine is sat- 
isfied. 

When the inspection discloses that 
the bank, its organization, its method 
of functioning and its operations are 
not adjusted to legal requirements, the 
Treasury will order whatever it deems 
necessary to normalize the situation, 
allowing a reasonable time, not to ex- 
ceed 90 days, however, for such normal- 
ization to be accomplished. The period 
of time fixed having expired without 
the institution having legalized its situa- 
tion, the Treasury will immediately ap- 
point a supervisor (interventor) to take 
the measures necessary to place the 
bank in legal condition within the 
shortest time possible. As soon as this 
is terminated, or whatever may be the 
result obtained by the supervisor a re- 
port thereof must be rendered to the 
Treasury for whatever action may be 
necessary. If the irregularities are 
such as to affect the stability or solv- 
ency of the institution, the Treasury 
may petition the suspension of pay- 
ments as provided by the present law. 


Suspension of Payments, Bankruptcy 
and Liquidation 


Honduran banking establishments 
whose assets (activo) are sufficient to 
cover their liabilities (pasivo) but 
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which find themselves under the im- 
possibility of facing their current ob- 
ligations as a consequence of a crisis, 
or for any other reason, may file a 
petition before the competent authority 
of their domicile to the effect that they 
be declared in a “state of suspension of 
payments”; this must be communicated 
to the Treasury. Such a petition must 
follow the usual procedure prescribed 
in Articles 535, 612 and 645 of the 
Code of Procedure. But before filing 
the petition, the matter must be placed 
confidentially before the Central Bank 
in order that the latter may, if possible, 
come to the assistance of the institution 
in danger for the purpose of avoiding 
the effects which a suspension of pay- 
ments might have upon the national 
economy. 

Under appropriate circumstances, the 
authority before which the petition is 
filed will declare the state of suspen- 
sion of payments; as soon as the order 
is issued the Treasury will order the 
immediate closure of the bank affected 
and the affixing of seals on all funds, 
books, and documents, as well as on 
the doors of the building itself. The 
same procedure will be followed in re- 
spect of branch offices and agencies. 
The declaration of suspension of pay- 
ments postpones the effect of any 
executive action filed against the estab- 
lishment, or any petition in bankruptcy 
filed within the preceding 24 hours, 
and will also prevent the registration of 
any pledge, mortgage or real (i.e., 
property) rights (derechos reales) 
which would encumber the bank’s as- 
sets. The same order which declares 
the suspension of payments will also 
place the property of the members of 
the board of directors, the president, 
and the manager of the affected bank 
in the custody of the court. 

The directors, the president, the man- 
ager, or any other person who may 
have had the power to represent the 
institution are automatically separated 
from their positions and denied the 
power to administer and dispose of the 
assets and securities belonging to the 
establishment; all acts undertaken by 
them subsequent to the date of the 
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declaration will be deemed null and 
void. Nevertheless, at any time that 
the Treasury notifies the competent au- 
thority of the capacity of the bank to 
renew the fulfillment of its obligations, 
the order declaring the suspension of 
payments will be vacated and the pro- 
ceedings terminated. 

However, if within 30 days following 
the declaration the suspension has not 
been normalized, the Treasury will call 
a meeting of creditors to be held within 
15 days after the notice. Only those 
creditors whose names appear on the 
books of the bank as such have the 
right to attend. At the meeting the 
report of the Treasury will be consid- 
ered, as well as the possible results of 
liquidation; also the plan submitted by 
the Treasury for the solution of the 
matter will be approved or rejected. 
Such a plan may suggest (a) extensions 
of time by the creditors, (b) waivers, 
either wholly or partially, in favor of 
the bank, or (c) agreements to convert 
into capital of the bank, or into shares 
of stock of the same, some of the claims 
The acceptance of the 


held against it. 
agreement must be set out in a special 
contract in the form of a public docu- 


ment. But if none of the plans pro- 
posed is accepted, the Treasury will 
immediately petition the bankruptcy of 
the institution. In the decree of bank- 
ruptcy the court will order the Treasury 
to take possession of the assets with 
adequate powers. The Central Bank 
may be appointed, or, if not yet in 
operation, any other Honduran bank, 
to liquidate the defunct establishment. 
If no bank is willing to accept the ap- 
pointment, a commission of three per- 
sons will be named, As soon as sufhi- 
cient funds have been realized from the 
liquidation a dividend will be dis- 
tributed among the creditors. In addi- 
tion to the legal preferences in favor 
of certain creditors, depositors in cur- 
rent account and savings when the ag- 
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gregate balance in both accounts does 
not exceed 1000 lempiras will enjoy a 
preference in the distribution of the 
assets and securities available. 


General Provisions 


In everything concerning it, the 
Central Bank is made subject to the 
present law, while Banks of Immovable 
Credit (Bancos de Crédito Imobiliario) 
and other hypothecary institutions de- 
voted to financing agricultural and 
manufacturing industries will be made 
the subject of special legislation. Sav- 
ings banks per se, savings departments 
of banks, insurance companies, mutual 
associations and any other entities 
created for the purpose of encouraging 
savings or for making loans based upon 
personal, pledge or mortgage collateral 
also come within the jurisdiction of the 
Treasury through the Department of 
Banking Supervision. Also, all de- 
deposits in money which become in- 
active accounts for more than 15 years 
from the date of the last entry will be- 
come the property of the State; a re- 
port of all unclaimed deposits, interest 
or other belongings must be made to 
the Treasury in January of each year. 

A tax of 5 per cent. on net profits, 
payable every six months, is imposed 
upon all banks, and branches, agencies 
and affiliates of foreign banks for the 
purpose of meeting the expenses of the 
Department of Banking Supervision. 
Should this total prove insufficient, the 
deficit will be made up from the na- 
tional budget. The Law of Interna- 
tional Exchanges and Stabilization of 
the Monetary System contained in De- 
cree No. 141, of March 27, 1934, con- 
tinues in force until the Central Hon- 
duran Bank assumes the functions of 
the Exchange Commission. The pres- 
ent law becomes effective 30 days after 
its promulgation and supersedes the 
Emergency Law of Institutions of 
Credit No. 171 of March 16, 1933. 





Eliminating Bank Induced Inflation 


How Our Present Money and Banking System Aggra- 
vates the Force of Both Booms and Depressions « « 


By Ratpw W. MANUEL 
President, Marquette National Bank, Minneapolis, Minn. 


LMOST everyone appears to enter- 
tain the notion that our imperfect 
money and banking mechanism 
somehow bears a substantial responsi- 
bility for the violent extremes of our 
business cycle, but in many minds the 
notion is an exceedingly vague one. As 
usual, what is vaguely sensed by most 
people is essentially true. In this dis- 
cussion I shall seek to give some 
measure of definiteness to this popular 
impression, and shall also seek to sug- 
gest a few simple common sense steps 
looking toward the elimination of the 
banking system as a major factor in 
magnifying our booms and deepening 
our depressions. 

Every monetary scheme that man has 
devised has been subject to abuse, and 
has broken down when the pressure 
upon it became sufficiently severe. The 
breakdown which we recently experi- 
enced is just another failure on the part 
of our monetary system, now including 
a banking system, to perform its most 
difficult task. We are quite imperfect 
ourselves, and all human institutions 
are likewise imperfect. Of all human 
institutions, too, a monetary system is, 
perhaps, the most difficult to conceive 
and operate. That history should re- 
cord many failures in the development 
of such a complicated and delicate de- 
vice is not strange, and it is not neces- 
sary to discover any group of sordid 
money-changers or any conspiracy of 
devilish international -bankers to ac- 
count for another instance of failure. 

As a matter of fact, there is much 
merit in our present monetary scheme. 
Comparing it with the best that had 
been developed a hundred years ago, 
it is really quite wonderful, though 


From a recent address. 


many thoughtful persons believe that 
some of the important changes that have 
come about since the beginning of the 
century represent retrogression rather 
than progress. ‘It seems wholly unlikely 
that we could profitably return to one 
of the crude systems of the long past. 
Those systems all functioned imper- 
fectly in much simpler economies than 


*‘Unfortunately our banking 
system does not limit itself to its 
proper function of monetizing 
claims upon current useful goods 
and services by making short 
time, self-liquidating loans, and 
in this fundamental error, I be- 
lieve, lies its basic and vital weak- 
ness. Banks also monetize claims 
upon fixed assets by making in- 
vestments in bonds, making real 
estate mortgage loans, and mak- 
ing collateral loans to enable 
speculative borrowers to buy or 
carry bonds, mortgages and 
shares of stock.’’ 


cr ee ted 


ours, and probably would scarcely 
function at all today. On the other 
hand, if we have recently departed from 
the path of progress we should, of 


course, try to find our way back to the 


main: trail. 


The Economic Process 


The economic process by which we 
make our. living in the world consists 
in the creation of useful goods and 
services. Our system of private. capi- 
talism rests squarely upon a single and 
very simple postulate; namely, that 
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what a man creates belongs to him, 
subject, of course, to the right of the 
state, through taxation, to take from 
its citizens as much of their current 
creation of goods and services as may 
be necessary for its proper purposes. It 
follows, of course, that what several or 
many men create collectively belongs 
to the individual contributors to the 
creative process in proportion to their 
several contributions. Some contribute 
the work of their hands and minds, 
some contribute the use of their posses- 
sions or capital, and some, of course, 
contribute in both ways. 

The product of an automobile manu- 
facturing enterprise belongs, of course, 
to all those who contribute to the crea- 
tion of that product. It is not feasible, 
however, for an automobile manufac- 
turing company to distribute the auto- 
mobiles and parts of automobiles which 
it creates, among its workers and super- 
visors, its landlords and material men, 
and its bondholders and stockholders. 
Neither would it be entirely convenient 
for these contributors to exchange auto- 
mobiles and parts of automobiles for 


the things that they require in their 
daily life. There has, therefore, de- 
veloped our present plan of allocating 
and distributing among these contribu- 
tors quantities of purchasing power 


evidenced by money; presumably 
equivalent to their several shares of the 
aggregate sales value of the whole 
product. 


The important and pressing social 
problem of devising or developing a 
wholly equitable method of appraising 
the contributions of the several con- 
tributors, and thus determining their 
just shares of the total product lies out- 
side the field of our present discussion. 
The money mechanism, including, of 
course, the banking mechanism which 
we seek to improve, is concerned only 
with the task of giving effect to an al- 
ready determined allocation among the 
contributors. 

Since money purchasing power 
equivalent to the sales value of the en- 
tire product of each producing unit is 
distributed in the form of wages, 
salaries, fees, royalties, rents, interest, 


dividends, and profits, and becomes the 
money income of the community, it fol- 
lows, of course, that the total money 
income so distributed is always roughly 
just enough to buy the whole product 
of our economy at the existing price 
level. This statement, of course, is lit- 
erally true of a closed economy, only, 
but I presume the minor distortion of 
our economy, due to the unbalance of 
our foreign transactions, may properly 
be ignored in so brief a discussion as 
this. The money incomes thus received 
by the contributors to our economic 
process are in the nature of claim 
checks evidencing the rights of the sev- 
eral contributors to claim in the mar- 
kets their respective shares of the cur- 
rent product of our economy in goods 
and services of their own choosing. The 
main function of circulating money is 
that of a device to implement the dis- 
tribution of the common product of our 
economy among all those who con- 
tribute to its creation. Manifestly, this 
clever scheme of distributing the eco- 
nomic product through the device of 
money income in the nature of claim 
checks rests upon the presumption that 
the recipients of these claim checks will 
bring them into the markets in due 
course to be redeemed in the currently 
created goods and services. Our money 
economy is unworkable upon any other 
basis—all those who contribute to our 
economic process of creating and dis- 
tributing useful goods and services must 
finally take their pay in the goods and 
services so created. Society has noth- 
ing else, and can have nothing else 
with which to pay them. The money 
income which we are accustomed to 
think of as payment is not final pay- 
ment at all, but only evidence of their 
rights to claim final and absolute pay- 
ment in useful goods and services. 


The Flow of Purchasing Power 


If all of the money purchasing power 
currently distributed as money income 
does flow back through the markets in 
due course to claim the current product, 
and no other money purchasing power 
appears in the markets, the stream 
of money purchasing power flowing 
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into the markets is roughly just 
enough to buy the whole current prod- 
uct at the existing price level; demand 
equals supply, and we have the happy 
status of economic equilibrium. If, 
however, some workers, willing to deny 
themselves the enjoyment of some part 
of their full shares of the current 
product, put their part of their current 
incomes away in mattresses, or if some 
investors similarly hoard some part of 
their current money income in the form 
of idle balances in commercial banks, 
the corresponding part of the current 
product tends to be without a market; 
unless money purchasing power appears 
from other sources, the stream of money 
purchasing power flowing into the mar- 
kets is less than enough to buy the 
whole current product; prices fall, 
profits shrink, wages and employment 
are diminished, and we have depression 
phenomena. 

If, on the other hand, the whole cur- 
rent money income flows back through 
the markets in due course, and this 
stream of money purchasing power is 
augmented by the disgorging of old 
hoards, the money purchasing power 
flowing into the markets is more than 
enough to buy the whole current prod- 
uct at the existing price level; prices 
rise, profits increase, wages and em- 
ployment expand, and we have boom 
phenomena. 

Hoarding and disgorging, however, 
are not the only acts which tend to dis- 
tort our economy, and to promote de- 
pressions and booms. Bringing into the 
markets money purchasing power newly 
created by the banking process, if that 
new money does not reflect currently 
created goods and services, promotes 
boom in precisely the same way as does 
the disgorging of old hoards, and, 
usually, to a much greater degree. Like- 
wise, draining away current money in- 
come into the extinguishment of bank 
debt that did not grow out of the eco- 
nomic process promotes depression in 
precisely the same way as does the 
draining of current income away into 
hoarding, and, usually, to a greater 
degree. 


Perhaps, as near as we can come to 
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a single adequate and comprehensive 
statement of the fundamental causes of 
booms and depressions is to say that 
depressions are caused by the unwill- 
ingness of many contributors to the 
economic process to accept their respec- 
tive shares of the current product of 
our economy, and booms are caused by 
many persons seeking, through disgorg- 
ing old hoards or anticipating future 
incomes through commercial bank 
loans, to obtain more of the current 


‘‘Our commercial banks have 
undertaken to provide the pub- 
lic with a guaranteed and con- 
vertible investment service 
through savings accounts. They 
offer to receive the saved income 
of their depositors; pay to the 
depositors the greater part of the 
income earned thereon; guaran- 
tee that the investments made 
with these funds shall be sound, 
and most extraordinary of all, 
the banks undertake to convert 
these investments into cash for 
their depositors practically upon 
demand.’’ 


product than corresponds to their cur- 


rent contribution. Since, without 
hoarding, there could be no disgorging 
of old hoards, we may say that boom 
and depression phenomena result from 
hoarding and from the misuse of the 
banking process. Apparently, then, if 
the malfunctioning of the banking pro- 
cess can be prevented, the wide swings 
of the business cycle may be greatly 
curtailed and the solution of the busi- 
ness cycle problem practically reduced 
to the elimination of the hoarding of 
current money income, arising from the 
recurrent unwillingness of a large num- 
ber of people to accept full payment 
for their contributions to the economic 
process in the products of that process. 
The matter of a direct attack upon this 
fundamental problem of hoarding claim 
checks against the current product of 
our economy is outside the scope of my 
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assignment, but I wish to accord full 
recognition of the urgent need of such 
attack 


Nature of the Banking Process 


In approaching the problem of elimi- 
nating the malfunctioning of our bank- 
ing system as a major influence - in 
creating the wide swings of the busi- 
ness cycle it is necessary to make sure 
that you and I have in mind the same 
conception of the nature of the bank- 
ing process. We have in this country 
a group of splendid savings institutions 
called savings banks. These institu- 
tions perform a highly useful service in 
encouraging thrift and in gathering to- 
gether the small savings of millions of 
people and making those savings avail- 
able to finance the creation of new 
wealth in the form of durable goods; 
usually capital goods. They perform 
no monetary function, however, and the 
use of the word bank in their name has 
caused much confusion in our thinking 
and in our discussion of the banking 
problem. This confusion has _ been 
enormously, increased during recent 
years by the true banks (usually called 
commercial hanks) undertaking to per- 
form this savings bank service. I shall 
have occasion to refer to this type of 
service again, but just now I seek only 
to make very plain the fact that it is 
no part of the banking process. 

The banking process consists in all 
the innumerable acts whereby the bank- 
ing system monetizes credit; that is to 
say, gives the quality of currency to 
credit, thus converting credit into 
money. The particular kind of money 
thus created consists in credit balances 
on the books of the banks transferable 
by check, and is commonly called bank 
money or bank deposit currency. The 
credit which the banks monetize is the 
credit of borrowers represented by their 
obligations in the portfolios of the 
banks. The banks monetize this credit, 
-by the simple but rather marvelous 
banking process of undertaking to con- 
vert it into lawful money if called upon 
to do so, and providing the machinery 
of exchange through which it may be 
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transferred by check from person to 
person and place to place. 

The purpose of monetizing credit is 
to provide a money device to imple. 
ment the distribution of the current 
product of our economy among those 
who contribute to its creation. The 
credit to which banks may properly 
give the quality of currency is that of 
applicants who possess or are engaged 
in creating current useful goods or who 
are able immediately to perform useful 
services. The obligations of these “bor- 
rowers,” whether accompanied by lien 
instruments or not, are, in fact, claims 
upon these current useful goods and 
services and, in due course, will be re- 
deemed by delivery of these goods and 
services through the markets to con- 
tributors to the economic process who 
hold these monetized claims in the form 
of bank money. 

Useful goods and services feed and 
clothe and sustain us, and provide us 
with the comforts, luxuries, and grati- 
fications of life; they are the summum 
bonum of our material existence, and 
payment in these useful goods and 
services is the only sort of payment 
that is final and absolute. As long as 
banks monetize only these current 
claims evidenced by short time, self- 
liquidating loans, bank money is the 
soundest money that man has con- 
ceived. It is made out of the very 
warp and woof of our economy for the 
purpose of implementing the economic 
process. It does not rest upon prob- 
able exchangeability for goods and 
services; it rests upon certain and defi- 
nite redeemability by right, in the ulti- 
mate of human benefits. 


Where the Fundamental Error Lies 


Unfortunately, however, our banking 
system does not limit itself to its proper 
function of monetizing claims upon cut- 
rent useful goods and services by mak- 
ing short time, self-liquidating loans, 
and in this fundamental error, I believe, 
lies its basic and vital weakness. Banks 
also monetize claims upon fixed assets 
by making investments in bonds, mak- 
ing real estate mortgage loans, 
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AN UNBROKEN RECORD 
OF PROTECTION AND 
PROFITS FOR BANKS 


—LAWRENCE SYSTEM field warehousing 


For the more than 21 years of 
LAWRENCE SYSTEM operation, our 
warehouse receipts have withstood 
every test for validity and security 
against third-party claims. They have 
proved wholly adequate protection 
for loans under hundreds of cases of 
receivership and bankruptcy. 


Moreover, LAWRENCE SYSTEM 
operations go beyond all legal re- 
quirements. A million-dollar insur- 
ance policy, the largest of its kind 
ever issued, is carried for the benefit 
of banks holding LAWRENCE SysTEM 
warehouse receipts. You would be 
fully protected by this insurance if 
the validity of our warehouse receipts 


were ever attacked or if we failed to 
establish and maintain bailment, or 
if we failed in any other way to live 
up to our legal liability as warehouse- 
men. This policy is continuously in 
force, yet no bank has ever had to 
avail itself of this added safeguard. 


Best of all is the fact that this 
superior service costs your bank 
nothing. It can be used in connec- 
tion with almost any commercial 
account. For information on specific 
problems, consult Dept. BB-3 of our 
nearest office. And write for free 
copies of the explanatory booklet, 
““Warehouse Receipts as Collateral.” 


Creating Commodity Paper Against I nventory Cc 


A. T. Gipson, President 
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making collateral loans to enable 
speculative borrowers to buy or carry 
bonds, mortgages, and shares of stock. 

The bank money so created has no 
honest foundation in currently created 
goods and services, and will not be 
redeemed in due course by delivery of 
current goods and services to those who 
have contributed to their creation. If 
this spurious money is taken into the 
markets to claim current goods and 
services which it does not symbolize 
the stream of money purchasing power 
flowing into the markets tends to be 
more than enough to buy the current 
product at the existing price level; 
prices rise, and we have boom phe- 
nomena. If, as is more likely to occur, 
this spurious money is used to buy ex- 
isting stocks, bonds, and mortgages, and 
real estate, it enters a field that is 
already fully occupied, since all exist- 
ing investments are already owned by 
somebody, and can serve only to bid 
up prices tending to create a specula- 
tive boom. 


When the boom collapses most every- 


body seeks to sell his speculative hold- 
ings; some to convert their paper 
profits into cash before it is too late, 
and some to escape further loss. Banks 
find it necessary to call their collateral 
loans because of shrinking margins, 
and seek to sell their securities to es- 
cape loss; depositors take fright and 
begin to withdraw their balances, and 
banks are compelled to restrict new 
loans, even highly proper ones, and to 
demand the payment of proper loans 
as well as improper ones. Such specu- 
lative borrowers as can pay at all must 
do so by selling their possessions— 
usually the investments bought with the 
proceeds of their loans, or by apply- 
ing their current incomes to the pur- 
pose. To the extent that speculative 
borrowers sell their holdings to pay 
their bank debts they increase the bur- 
dlen upon already demoralized markets 
and drive securities and proper prices 
still lower. To the extent that specu- 
lative borrowers divert their incomes 
away from the purchase of current 
goods and services, into the payment 
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of bank debt, they starve the markets 
and deepen the depression. 

Prostitution of the banking process 
to the creation of counterfeit bank 
money by monetizing claims against 
fixed assets, however, is not the only 
way in which the banking system has 
failed to confine itself to its proper 
monetary function of creating a self. 
liquidating credit currency to imple. 
ment the economic process. It has re. 
cently adventured into an _ entirely 
different activity that has no close re. 
lationship to the banking process of 
monetizing credit, and that does not 
directly, at least, implement the eco- 
nomic process at all, Our commercial 
banks have undertaken to provide the 
public with a guaranteed and convert 
ible investment service through savings 
accounts. They offer to receive the 
saved income of their depositors; invest 
it in appropriate securities; pay to the 
depositors the greater part of the in- 
terest earned thereon; guarantee that 
the investments made with these funds 
shall be sound when they are made, 
that they shall remain sound, and most 
extraordinary of all, the banks under- 
take to convert these investments into 
cash for their depositors practically 
upon demand. This is the essence of 
the contract between the savings de- 
positor and his bank, but if one pre- 
fers the strictly legalistic interpretation 
it is this: The banks borrow the saved 
money income of their depositors upon 
an agreement to return it in cash prac- 
tically upon demand, and then invest 
these funds that they have borrowed 
upon demand liability, in time secu- 
rities. Banks are not to be censured 
for investing savings in this type of 
securities because they have no option 
but their promise to pay their de- 
positors on demand or short notice is 
unnecessary and impossible of per- 
formance. 


Saved Income 


It is inherent in the nature of saved 
income that it must be used to finance 
the creation of new durable wealth, and 
the banks must invest these savings in 
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claims upon fixed assets in the forms 
of mortgages and bonds. Manifestly, 
however, any large scale liquidation of 
these securities for the purpose of im- 
mediate payment to depositors in time 
of stress is impossible, and the banks, 
in undertaking immediate payment to 
their savings depositors, are simply 
gambling upon the probability that 
savings withdrawals will not, at any 
time, greatly exceed the new savings 
deposits flowing into the banks. Such 
a probability, of course, exists, but we 
have learned, to our sorrow, that it is 
by no means a certainty. 

Between June, 1929, and June, 1933, 
aggregate withdrawals of savings de- 
posits in the commercial banks exceeded 
new savings deposits by approximately 
six billion dollars. The banks found 
their mortgage loans largely unsal- 
able, and their bonds salable only at 
prices that represented heartbreaking 
losses. The bulk of the six billion dol- 
lars of net withdrawals was not met by 
the sale of the securities in which these 
funds were invested, but was met, as 
a matter of fact, by liquidation of cur- 
rent loans which had created, and 
should have supported demand deposit 
liability. In other words, the banks 
used the funds of their commercial de- 
positors to buy the frozen securities of 
their savings depositors, and to that 
extent the demand deposit liability of 
the banks was no longer supported by 
the liquid loans that had created it, 
but by the necessarily frozen invest- 
ments that had been made with sav- 
ings depositors’ funds. In the mean- 
time half of the commercial banks in 
the country had been destroyed, and 
the heroic efforts of all banks to at- 
tract current money income into the 
extinguishment of bank loans had 
starved the markets; thrown millions 
of men out of employment, and con- 
verted our business depression into an 
economic debacle. 


The Remedy 


As a remedy for the’ perverse func- 
tioning of our banking system, whereby 
it feeds our booms and deepens our 


depressions, I propose: First, that com- 
mercial banks either discontinue ac- 
cepting savings deposits and let that 
service be performed entirely by sepa- 
rate savings institutions, as was our 
practice until a generation ago, or that 
entirely separate savings departments. 
be set up in commercial banks with 
their funds and the securities purchased 
therewith completely divorced from the 
funds and loans of the commercial de- 
partments, providing virtually two sepa- 
rate institutions, operating, however, 
under the same charter, the same roof, 
and the same management. 

Second; that the present inherently 
unperformable obligation of banks to 
their savings depositors be replaced 
with a liability limited to that of return- 
ing their funds, when demands for 
withdrawal exceed new deposits, as fast 
as the securities in which those funds 
have been properly invested can be 
liquidated without undue sacrifice. 

Third; that commercial banks dis- 
continue the practice of making real 
estate mortgage loans; buying bonds, 
except perhaps, those of the Federal 
Government in limited quantities, and 
making collateral loans to enable bor- 
rowers to buy or carry investments, 
thus limiting the activities of commer- 
cial banks strictly to their proper mone- 
tary function. of providing a flexible 
self-liquidating credit currency with 
which to implement the economic 
process. 

Brief and simple legislation, making 
this common sense program effective, 
would immediately rescue our banking 
system from the wholly extraneous and 
quite unsupportable burden of giving 
liquidity to the inherently and unalter- 
ably nonliquid securities in which 
saved money income must be invested. 
It would put an end to the misuse of 
the banking process to inflate our bank 
deposit currency through giving the 
quality of currency to credit that rests 
upon non-current assets: It would save 
the whole community from the devastat- 
ing effects of our recurrent attempts to 
convert America into cash. Such legis- 
lation would provide a simple legal 
framework within which our free bank- 
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“We started an analysis of our bank 
(which we had been wanting to do for 
some time) and after discussing it with 
some of my associates we felt that your 
formula is the best that we have been 
able to procure and because of the sim- 
plicity and the fullness with which all of 
the details were covered we decided to 
follow the outline given in your book.” 


L. W. BISHOP, Comptroller, 


State-Planters Bank & Trust Co., 
Richmond, Va. 
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BANK COSTS 


By 
E. S. WOOLLEY 
With a Foreword by 


CARL K. WITHERS 


Commissioner of Banking 
State of New Jersey 


Here at last is a book which will enable 


wealth of as + Oe x method ~~ 
obtaining bank costs ana for installing 


cuties of bank cost accounting as an "aid 
to effective management. 


That this book covers its field and fills a 
pa want is demonstrated by the fore- 
word by Carl K. Withers Commissioner of 
— and Insurance of the State of New 

lersey. 
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ing ‘process’ might function efficiently 
and continuously. 

I am not urging the repeal of the 
measures that have created our present 
powerful instruments of central. bank 
control: I am. urging the enactment of 
legislation. that would greatly reduce 
and, possibly, eliminate the necessity 
for employing these instruments. 
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GRESHAM’S LAW EXPLAINED 


GrESHAM’s Law, so called after an 
Elizabethan finance minister—although 
he did not discover it—is commonly 
described in the bald statement that 
“bad money drives out good money, 
but the good cannot drive out the bad.” 
In the case where the country had a 
single standard and the currency was 
depreciated, the law was soon in evi- 
dence even after the authorities issued 
new coins to improve matters. The 
new coins disappeared from circula- 
tion, but the old ones remained, and 
this was due to three reasons—bullion 
merchants preferred full weight coins, 
misers lined their stockings with ‘the 
new coins, and in those far-off days 
there existed a lucrative although dis- 
honest profession of “clipping” and 
“sweating” the new coins. 

The operation of the law is not so 
obvious in the case of a bimetallic cur- 
rency, but an example will illustrate. 
Assuming that a country adopts gold 
and silver as the standards of value, 
and that the value in the bullion market 
was one ounce of gold was equal to 
forty ounces of silver, and the currency 
authorities adopted this ratio of 40: 1. 
If the production of silver increased, so 
much so that one ounce of gold was 
equal to fifty ounces of silver, and if 
no change was made in the mint ratio, 
gold would be driven from circulation 
as it is worth more as bullion than as 
coin. Hence in a country where there 
are two monetary standards the under- 
valued metal will be driven from cir- 


culation.—Branch Banking (London). 





“DAVID HARUM” 


A Work of Fiction Declared - Be 
“The Best Book on Practical Banking” 


(Continued from the September number of THE BANKERS MAGAZINE) 


OW David Harum dealt with one 
of his debtors is related in the 
following extract from the book. 


“I got this here notice this mornin’,” said 
the man, “sayin’ *t my note ’d be due to- 
morrer, an’ ’d have to be paid.” 

“Wa’al,” said David, with his arm over 
the back of his chair and his left hand 
resting on his desk, “that’s so, ain’t it?” 

“Mebbe so,” was the fellow’s reply, “fur 
*s the comin’ due ’s concerned, but the 
payin’. part ’s another matter.” 

“Was you cal’latin’ to have it renewed?” 
asked David, leaning a little forward. 

“No,” said the man coolly, “I don’t 
know ’s I want to renew it fer any per- 
ticler time, an’ I guess it c’n run along 
fer a while jest as ’t is.” 

“You think it ¢’n run along, do ye?” 
he asked suavely. “I’m glad to have your 
views on the subject. Wa’al, I guess it kin, 
too, until to-morro’ at four o’clock, an’ 
after that you ¢’n settle with the lawyer 
Johnson or the sheriff.” The man uttered 
a disdainful laugh. 

“I guess it’ll puzzle ye some to c’lect it,” 
he said. Mr. Harum’s bushy red eyebrows 
met above his nose. 

“Look here, Bill Montaig,” he said, “I 
know more ’bout this matter ’n you think 
for. I know ’t you ben makin’ your brags 
that you’d fix me in this deal. You allowed 
that you’d set up usury in the fust place, 
an’ if that didn’t work I’d find you was 
execution proof anyways. That’s so, ain’t 
it?” 

“That’s about the size on’t,” said Mon- 
taig, putting his feet a little farther apart. 
David had risen from his chair. 

“You didn’t talk that way,” proceeded 
the latter, “when you come whinin’ ’round 
here to git that money in the fust place, 
an’ as I reckon some o’ the facts in the 
case has slipped out o’ your mind since 
that time, I guess I’d better jog your 
mem’ry a little.” 

It was plain from the expression of Mr. 
Montaig’s countenance that his confidence 
in the strength of his position was not 
quite so assured as at first, but he main- 
tained his attitude as well as in him lay. 

“In the- fust place,” David began his 
assault, “I didn’t lend ye the money. I 
berr’ed it for ye on my indorsement, an’ 


charged ye fer doin’ it, as I told ye at 
the time; an’ another thing that you ap- 
pear to forgit is that you signed a paper 
statin’ that you was wuth, in good and 
available pusson’ls, free an’ clear, over five 
hunderd dollars, an’: that the statement was 
made to me with the view of havin’ me 


SAYINGS OF DAVID HARUM 


@ Hosses don’t know but dreadful 
little, really. Talk about hoss sense 
—Wa’al the’ ain’t no such thing. 


q Bus’nis is bus’nis ain’t part of the 
golden rule, I allow, but the way it 
gen’ally runs, fur’s I’ve found out, 
is, Do unto the other feller the way 
he’d like to do unto you, an’ do it 
fust. 

q The kind of honesty that won’t ac- 
tually steal ’s a kind of fool honesty 
that’s common enough: but the kind 
that keeps a feller’s mouth shut when 
he hadn’t ought to talk ’s about the 
scurcest thing goin’. 

q’s I look back,, it .ain’t the money 
’t I’ve spent fer the good times ’t 
I’ve had ’t I regret; it’s the good 
times ’t I might ’s well ’ve had an’ 
didn’t. 

| My experience is that most men’s 
hearts is located ruther closter to 
their britchis pockets than they are 
to their breast pockets. 


ST STREP EN IEE 


indorse your note fer one-fifty. Rec’lect 
that?” David smiled grimly at the look 
of disconcert which, in spite of himself, 
appeared in Bill’s face. 

“T don’t remember signin’ no paper,” he 
said doggedly. 


“Jest as like as not,” remarked Mr. 
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More profits 
and good will 
for your bank... 


That the average city bank can make a 
profit and increase good will by a properly 
organized “small loan department” has been 
clearly demonstrated by banks that have 
succeeded in this field. 


‘A working manual for bankers who would 
repeat these successes will be found in 


INCREASING 
PERSONAL 
LOAN 
BUSINESS 


By R. E. DOAN 
and 
G. F. FOLEY 


described in this book. 
Your name and address on 


BANKERS PUBLISHING COMPANY 
465 Main St., Cambridge, Mass. 


Please send mejon approval a copy 
“Increasing Personal Loan Business” 
Dean and Foley. At the end of 5 days 
will either remit $2.50 or return the 


Harum. “What you was thinkin’ of about 
that time was gittin’ that money.” 

“I'd like to see that paper,” said Bill, 
with a pretense of incredulity. 

“You'll see it when the time comes,” 
asserted David, with an emphatic nod. He 
squared himself, planting his feet apart, 
and, thrusting his hands deep in his coat 
pockets, faced the discomfited yokel, 

“Do you think, Bill Montaig,” he said, 
with measureless contempt, “that I didn’t 
know who I was dealin’ with? that I didn’t 
know what a low-lived, roost-robbin’ skunk 
you was? an’ didn’t know how to protect 
myself agin such an’muls as you be? Wa’al, 
I did, an’ don’t you stop thinkin’ *bout it 
—an’,” he added, shaking his finger at the 
object of his scorn, “you'll pay that note 
or [ll put ye where the dogs won’t bite 
ye,” and with that he turned on his heel 
and resumed his seat. Bill stood for a 
minute with a scowl of rage and defeat in 
his lowering face. 

“Got any further bus’nis with me?” in- 
quired Mr. Harum. “Anythin’ more ’t I 
e’n oblige ye about?” There was no an- 
swer. 

“I asked you,” said David, raising his 
voice and rising to his feet, “if you had 
any further bus’nis with me.” 

“I dunno’s I have,” was the sullen re- 
sponse. 

“All right,” said David. “That bein’ the 
case, an’ as I’ve got somethin’ to do he- 
side waStin’ my time on such wuthless pups 
as you be, I’ll thank you to git out. There’s 
the door,” he added, pointing to it. 


Physical force, employed by David 
and his manager, John Lenox, was used 
to assist the departure of Bill Montaig. 


How Harum acted when his assistant, 
John Lenox, had taken in some counter- 
feit bills at the bank, is thus related 
in a conversation between David and 


Mrs. Bixbee (Aunt Polly): 


“What you ben up to with Mr. Lenox?” 

“Oh, nuthin’ much,” replied Mr. Harum, 
making a feint of resuming his reading. 

“Be ye goin’ to tell me, or—air ye too 
*shamed on’t?” she added with a little 
laugh, which somewhat turned the tables 
on her teasing brother. 

“Wa’al, I laid out to try an’ read this 
paper,” he said, spreading it out on his 
lap, “but,” resignedly, “I guess ’t ain’t no 
use. Do you know what a count’fit bill 
is?” he asked. 

“T dunno ’s I ever see one,” she said, 
“but I s’pose I do. They’re agin the law, 
ain’t they?” 

“The’s a number o’ things that’s agin 
the daw,’ remarked David dryly. — 

“Wa’al?” ejaculated Mrs. Bixbee after a 
moment of waiting. 
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... PUBLIC RELATIONS 


No matter whether your bank is new or old, large or small, its 
success in the last analysis depends upon the good will and friend- 
liness of the people of your community. . . . Here is a book 
which covers in detail the art of “public relations’’—the technique 
of presenting your bank and its services in a favorable light. 


The author of this 
book spent three years 
reviewing everything 
that has ever been 
written on the subject 
of bank advertising, 
selling or merchandis- 
ing methods. 


This book is not only 
a condensation of his 
own views and expe- 
rience in this field but 
it also reflects the best 
thought of many other 
practical authorities. 


MERCHANDISING 
for Banks, Trust Companies and 


Investment Houses 
By L. D. MEREDITH 


HIS book discusses not just bank adver- 

tising, or selling banking services, but 
the whole “merchandising process.” The 
author believes that bank services may be 
“marketed” on just as scientific a basis as 
manufactured products and that bankers 
should take just as much pains to analyze 
every step in the process which includes the 
four elements of merchandising, namely, 
market analysis, advertising, selling and 
publicity. 

Financial institutions offer a wide variety 
of services and these services interest the 
consumer for a wide variety of reasons 
demanding many different kinds of “‘ap- 
peals."” Between the producer, the bank or 
investment house, and the consumer there 
exists a wide gap which must be bridged. 
This means devoting careful and intelligent 
attention to the tastes of the consumers and 
to the methods by which the message of 
the offering institution may be conveyed to 
customers and prospects. 

This book doesn’t discuss means of get- 
ting “‘new business” by ballyhoo methods 
only to find that the business thus secured 
costs far more than it was worth. But it 
does show how banks can analyze their 
merchandising problems, decrease their sell- 
ing costs and maintain the good will and 
good understanding of their present cus- 
tomers and future prospects. 

We would be glad to send this book on 
approval without obligation to any bank or 


banker in the United States. 
Price $5.00 delivered. 


BANKERS PUBLISHING COMPANY 
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“Wa’al,”’ said David, “the’ ain’t much 
to tell, but it’s plain I don’t git no peace 
till you git it out of me. It was like this: 
The young feller’s took holt everywhere 
else right off, but handlin’ the money both- 
ered him consid’able at fust, It was slow 
work, an’ I ¢’d see it myself; but he’s 
gettin’ the hang on’t now. Another thing 
I expected he’d run up agin was count’fits. 
The’ ain’t so very many on ’em round now-a- 
days, but the’ is now an’ then one. He 
allowed to me that he was liable to get 
stuck at fust, an’ I reckoned he would. 


But I never. said nuthin’ about: it, nor -ast - 


no questions until today; an’ this after- 
noon I come in to look ’round, an’ I says 
to him, ‘What: luck have. you had_ with 
your money? - Git any bad?’,I says. 
‘Wa’al, he says colorin’ up a little, ‘T 
don’t know how many I may have took 
in an’ paid out agin without knowin’ it,’ 
he says, ‘but the’ was a couple sent back 
from New York out o’ that package that 
went down last. Friday.’”. 

“*What was they?’ I says. 

“*A five an’ a ten,’ he says. 

“Where be they? I says. 

“*They’re in. the draw  there—they’re 
ruther int’restin’ objects of study,’ he says, 
kind o’ laughin’ on the wrong side of his 
mouth, 

“‘Countin’ ’em in the cash?’ I says, an’ 
with that he kind o’ reddened up agin. 
‘No, sir,’ he says,- ‘I charged ’em up to 
my own account, an’ I’ve kept ’em to -com- 
pare with. 

“*You hadn’t ought to done that, I 
says. , 

“*You think IT ought to ’a’ put ’em in 
the fire at once?’ says he. 

“*No,’ I says, ‘that wa’n’t what I meant. 
Why didn’t you mix ’em up with the other 
money, an’ let ’em go when you was payin’ 
out? Anyway, I says, ‘you charge ’em up 
to profit an’ loss if you’re goin’ to charge 
’em to anythin’, an’ let me have ’em,’ I 
says. 

“*What’ll you do with ’em? he says to 
me, kind o’ shuttin’ his jaws. together. 

“TH take care on ’em,’ I says. ‘They 
mayn’t be good enough to send down to 
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New York,’ I says, ‘but they'll go around 
here’ all: right—jest as good as any other. 
I says, ‘long ’s you keep ’em movin’’” 

“David Harum!” cried Polly, who, though 
not quite comprehending some of the tech- 
nicalities of detail, was fully alive to the 
turpitude of the suggestion. “I hope to 
gracious he didn’t think you was in earnest. 
Why, s’pose they was’ passed: around, 
wouldn’t somebody git stuck: with ’em in 
the long run? You know ‘they. would.” 
Mrs. Bixbee | occasionally’ stirprised ~ her 
brother with unexpected penetration,’ but 
she seldom got much. recognition of it. 

“I see by the paper,” he remarked, “that 
the’ was a man died in Pheladelphy one 
day last week,” which piece of barefaced 
irrelevancy elicited no notice from Mrs. 
Bixbee. 

“What more did he say?” she demanded. 

“Wa’al,” responded Mr. Harum with a 
laugh, “he said that he didn’t see why I 
should be a loser by his mistakes, an’ that 
as fur ag the bills was concerned they be- 
longed to him, an’ with that,” said the 
narrator,*“Mister Man gits *em out of the 
draw an’ jest marches into the back room 
an’ puts the dum things in’t the fire.” 

“He done jest right,” declared Aunt 
Polly, “an’ you know it, don’t ye now?” 

“Wa’al,” said David, “f’m his standpoint 
—f’m his standpoint, I guess he did, an’,” 
rubbing his chin with two fingers of his 
left hand, “it’s a putty dum good stand- 
point too.. I’ve ben lookin’,’ he added re- 
flectively; “fer an honest man fer quite a 
number ’f years,, an’ I guess I’ve found 
him; yes’m, I guess I’ve found him.” 

“An’ be you goin’ to let him lose that 
fifteen dollars?” asked the practical Polly, 
fixing her brother with her eyes. 

“Wa’al,” said David, with a short laugh, 
“what c’n I do with-such an obst’nit critter 
*s he is? He jest backed into the britchin’, 
an’ I couldn’t do nothin’ with him.” Aunt 
Polly sat over her sewing for a minute or 
two without taking a stitch. 

“I’m sorry you done it,” she said at 
last. 3 

“I dunno but I did make ruther a mess 
of it,’ admitted Mr. Harum. 


The manner in which David showed his gratitude 
for an act of kindness to him in the days of his boy- 
hood, and handled a mortgage transaction, will be 
published in. the concluding installment of these ar- 


ticles, 
MAGAZINE.—Editor. 


in the November number of THE BANKERS 





War and Foreign. Investments 


By Eimer H. YOUNGMAN 


HE unofficial war between China 
and Japan has brought freshly to 
public attention the protection of 


the lives and property of foreigners. 


domiciled in one nation at war with 
another. 

In discussing property rights, there 
exists no intention to place these ahead 
of the human aspects of war. It is 
assumed as obvious that all right- 
thinking persons abhor armed con- 
flicts between nations because of their 
injury and destruction of those engaged 
in them. In that abhorrence the writer 
yields first place to no one. 

But property rights, which in reality 
are inseparable from human rights, 
have their value, and a discussion of 
what is to happen to them in case of 
war is a matter of no small importance. 
It is not something confined to the 
present conflict between Japan and 
China, nor does it concern this country 
alone. Wherever war arises, all nations 
having investments or business estab- 
lishments in one of the warring nations 
are profoundly concerned. 

Assuming that capital and enterprise 
have gone into a foreign country for 
legitimate ends, and that the owners 
and workers in these enterprises have a 
right to be where they are, it would 
seem that they may rightfully expect 
protection. Where this protection can- 
not adequately be supplied by the 
nation that is being attacked, should it 
be furnished by the country to which 
the expatriates belong? It is recog- 
nized that the answer to this question, 
in the present temper of the world, will 
be almost unanimously in the negative. 
With respect to the Sino-Japanese con- 
flict, the American Government has 
adopted a policy of cut and run. Help 
will be afforded in getting Americans 
out of China, but military support will 
not be «given in assisting them to re- 
main where they are, engaged in lawful 


occupations. Should a contrary policy 
be pursued, in the present instance, it 
might mean an armed conflict between 
the forces of Japan and the United 
States. 

This question, as has been indicated, 
is one of the widest importance. The 
United States and many other countries 
have business enterprises scattered 
throughout many lands. In case of 
war, must these enterprises be aban- 
doned, and those engaged in them 
evacuated from the scene of the con- 
flict? 

To state this question is by no means 
to make the attempt to answer it, but 
merely to indicate the gravity of the 
subject. i 

Some nations are strong ¢nough to 
afford protection to foreign énterprises 
domiciled within their borders. Thus, 
should Mexico make war on the United 
States, British business concerns lo- 
cated in this country would not have to 
send over a military force from Eng- 
land for their protection. But in many 
instances the case is quite different, the 
foreign enterprises are located in coun- 
tries that are comparatively weak. 
Lacking protection to their factories 
and business houses, what shall the 
country to which they belong do in 
case of war—offer protection itself, or 
cut and ‘run? 

One might think that should it be 
known that in situations like this the 
foreign country would protect its na- 
tionals -(by force if necessary), care 
would be taken by the aggressor nation 
not to harm them. But such harm may 
be an unavoidable incident of the war 
and not intentional. 

Efforts to avoid this dilemma have 
been made by establishing “interna- 
tional settlements,” but the protection 
thus afforded has been seen to be in- 
sufficient in the conflict between China 
and Japan. 


299 





THE BANKERS MAGAZINE 


ago we purchased a copy 
of your recent book PROFITS AND 
PROBLEMS IN SMALL LOANS and, 
te our surprise, we found that we did 
not know much about the small loan 
or co-maker business, although we have 
been very successful in operating a 
co-maker industrial loan business, We 
have read and re-read your book and 
could not from writing you to 
state that we appreciate the work more 
than words can express.” 
WYATT AIKEN, President 
Industrial Finance Company, 
Greenville, 8. C. 


PROFITS 


AND 


PROBLEMS 


IN 
SMALL LOANS 


By HOWARD HAINES 
Cashier, First State Bank 
Kansas City, Kansas 


‘ ( i 

In this new book the author discusses 
the possibilities and problems of the 
small loan department based not only 
on his own experience but on data 
gathered from bankers in all parts of 
the country who have conducted such 
departments. 


Among other topics Mr. Haines con- 
siders Modernization Credits; Industrial 
Banking; Chattel Loans, Co-Maker 
Loans and Automobile Financing. 


BANKERS PUBLISHING COMPANY 
465 Main Street, Cambridge, Mass. 


You may send me on approval a copy 
of “Profits and Problems in Small 
Loans” by Howard Haines. At the 
end of 5 days I will either remit $3.50 
or return the book. 


Avoidance of the danger could be 
had, it may be claimed, by staying out 
of countries where war is likely to oc- 
cur. In the present temper of the 
world that sphere could be very nar- 
rowly limited. 

Another way to avoid trouble would 
be to adopt a stay-at-home policy—one 
which many Americans favor. But they 
are not practicing what they preach, for 
American factories and business houses 
dot the map of the world. So with 
British, French and other nations. 

Public opinion in the United States 
would not sustain the use of force to 
protect an American factory on foreign 
soil. Its managers went there of their 
own accord, let them take the conse- 
quences, would be the popular verdict. 

As war cannot be reformed in this 
particular respect, for this and other far 
more compelling reasons, it should be 
reformed altogether. 
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RAILROAD EARNINGS FOR THE 
HALF YEAR 


THE railroads completed the first half 
of the year with financial results that 
show moderate improvement above 
those a year ago but are still very low 
in view of the degree of recovery that 
has taken place in general business. 
Class I roads in June reported an in- 
crease in gross operating revenues 
above the level a year earlier that was 
more than offset by a rise in operating 
expenses. However, taxes and other 
expenses were considerably lower than 
in June, 1936, with the result that net 
operating income was sufficient to 
represent an annual rate of return of 
2.82 per cent. on property investment, 
as against 2.42 per cent. a year ago. 
The totals for the first half year make 
a more favorable comparison, with a 
gain in gross revenues that consider- 
ably exceeded the increase in operat- 
ing expenses and an annual rate of 
return of 2.76 per cent., as against 
2.22 per cent. in the first half of 1936. 
—The Guaranty Survey. 





Corporate Financing and Credit Regulation 


By Dr. A. Puttip Wooirson 
Economist; Member of the. New York Bar 


HILE the past two years have 

shown a marked improvement in 

the volume of new corporate capi- 
tal issues, the total is still very sub- 
stantially under the 1923-28 volume. It 
is to be presumed that with the con- 
tinuation of the current business recov- 
ery movement that there will be a fur- 
ther recovery in the volume of new 
corporate financing. Whether the vol- 
ume of corporate financing will ap- 
proach the levels characteristic of the 
pre-1929 period, however, would seem 
to depend in important measure upon 
the lending policies of the commercial 
banking system and upon the effective- 
ness of credit regulation by the Federal 
Reserve authorities. — 

The forces that have been at work 
in recent years, that have had favorable 
repercussions on the volume of cor- 
porate financing have been principally 
of two kinds. In the first place the 
volume of industrial activity and trade 
has shown throughout the entire period 
a substantial, if irregular, uptrend. In 
the second place the monetary manage- 
ment authorities have in their policies 
exerted a downward pressure on the 
level of both short-term and long-term 
money rates. The influence of both 
these forces has been that an increas- 
ing demand for capital could be met 
readily by a capital market which was 
ready and able to absorb new capital 
issues at ever more favorable rates to 
the borrower. 

The increase in corporate financing 
over the past several years has occa- 
sioned no significant draft on the re- 
sources of the commercial banking sys- 
tem. In contrast to the conditions in 
the capital market prevailing in the 
pre-1929 period, the commercial banks, 
in the aggregate, have over the past 
several years, experienced little demand 
for credit from their customers to sub- 
scribe for the increased volume of capi- 


tal issues. The outstanding volume of 
commercial bank collateral loans would 
seem to indicate that new capital issues 
have been almost completely absorbed 
by subscribers out of their capital sav- 
ings. Refunding issues also have ap- 
parently been on the whole absorbed by 


‘“When the present period of 
more or less uncertain prosperity 
makes way for the period of 
‘Confident Prosperity’ that will, 
we hope, ultimately develop, the 
increase in deposit turnover may 
have undesirable results. If such 
deposits are used to finance an 
increasing volume of business at 
about the current or moderately 
higher price level no credit con- 
trol measures would seem to be 
required. If, however, such de- 
posits are used for financing a 
markedly higher level of new 
corporate issues, then the prob- 
lem of how to regulate such de- 
velopments effectively, while at 
the same time maintaining the 
objective of low long-term money 
rates, may prove to be a hard nut 
for the Federal Reserve to 
crack.’’ 


the owners of the original securities, or 
where there has been liquidation by 
the original owners, the new purchasers 
have used their capital savings to 
finance the purchases. 

Thus the available statistics of col- 
lateral loans for the member banks of 
the Federal Reserve System indicate no 
important increase in volume that could 
be attributed to the increase in cor- 
porate financing. Since the spring of 
1933 up to the summer of 1937, total 
collateral loans of all member banks 
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have declined moderately, in the face 
of a rise in stock prices of about 180 
per cent.,' and in the face of total 
corporate financing of 9343 millions, 
of which 2708 millions represents new 
capital issues. In addition it should 
be noted that total new non-corporate 
capital issues, excluding direct obliga- 
tions of U. S. Government, aggregated 
3982 million dollars. 

Because of the fact that purchases of 
capital issues usually take the form of 
transfers of bank deposits, some con- 
sideration should be given to the effect 
upon the credit structure in those cases 
where corporate issues are purchased 
by the owners of existing deposits in 
the banks, as contrasted to those cases 
where purchasers acquire bank deposits 
by resorting to banks for loans to 
finance their purchases. 

Let us consider, for example, the 
case of a new capital issue floated by 
a corporation to raise one million dol- 
lars. Assume that these securities are 
purchased entirely by those who already 
have deposits in the commercial bank- 
ing system. Then, all that occurs, so 
far as the commercial banks’ credit 
position is concerned, is that there is 
a mere transfer of bank deposits, the 
ownership of existing deposits being 
transferred to the corporation by the 
purchaser of the securities. If, how- 
ever, the securities are purchased by 
those who borrow from the commercial 
banks to finance their purchases, the 
effect on the commercial banks’ credit 
position is different. In this case there 
is an increase in commercial bank de- 
posits, the commercial banking system’s 
loans and deposits being increased by 
the amount of borrowing required to 
pay for the new securities. It should 
be noted further that the fact that these 
new securities may be purchased by 
those who liquidated other securities to 
secure the funds for the investment, 
does not alter the picture as presented 
here. For the securities that may be 
liquidated are purchased either by those 
who already have deposits in the 


1 Standard Statistics Index of 420 com- 
mon stocks (industrial, railroad and pub- 
lic utility). 
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banks, in which case no increase jn 
bank deposits results,‘or they may be 
purchased by those who resort to the 
banks for loans, in which case there 
will be an increase in commercial bank 
deposits. 

In so far as the deposits outstanding 
in the commercial banking system 
represent the savings of individuals that 
are available for investment in new 
capital issues, the increase in the 
amount of new corporate securities is- 
sued, if the securities really find a 
market, will not increase the net vol- 
ume of savings. All that happens is 
that the net savings of individuals in 
the form of bank deposits are trans- 
ferred to corporate ownership. 

If, however, there is an increase in 
the volume of new capital issues, over 
and above the net volume of savings 
that is looking for investment in such 
issues, then the effect would be not 
merely to displace other savings funds, 
but of increasing borrowing from the 
banks to absorb the issues, and so in- 
flating bank credit. 

The fact that an increase in the vol- 
ume of investment, over and above the 
excess of net savings available for such 
investment, will result in inflating the 
outstanding volume of bank credit was 
illustrated by the pre-1929 experience. 
The accompanying table compares the 
growth in total loans of all member 
banks of the Federal Reserve System 
with the total volume of new corporate 
financing for the period 1922-29. The 
table is intended to indicate only 
roughly the effect upon the outstanding 
volume of commercial bank credit of 
the heavy volume of new corporate 
financing for that period. 


Total Loans Total New 
All Member Banks Corporate Issues 
(as of Dec. 31, (for entire 

each year) year) 
—Millions of Dollars— 
17,930 9,212 
18,842 
19,933 
21,996 
22,652 
23,886 
25,155 © 
26,150 





EXAMINATIONS - SYSTEMS - TAXES 
FOR 


Banks and Trust Companies 
McARDLE & McARDLE 


ACCOUNTANTS AND AUDITORS 


Forty-Two Broadway, 


It is of course not conceivable that 
our monetary management authorities 
will permit over the next several years 
the development of an overextended 
commercial bank credit situation. The 
problems created by the overexpansion 
of bank credit in the pre-1929 period, 
due in important degree to the overissue 
of corporate securities, are not likely to 
be repeated. It is now generally un- 
derstood that the Federal Reserve: Sys- 
tem has a responsibility for the whole 
money market, which includes the mar- 
ket for new capital issues and the 
prospective demand for credit to finance 
such issues, and that the Federal Re- 
serve System does not operate merely 
to make it possible for banks to take 
care of customers who desire to pur- 
chase or hold securities for speculative 
profit possibilities. 

It is important ‘to note however that 
the conditions for effective credit regu- 
lation by the Federal Reserve System 
are now considerably more complicated 
than in the pre-1929 period. The ex- 
traordinary growth in the volume of 
deposits now outstanding in the com- 
mercial banking system which now sub- 
stantially exceed the 1929 volume 
raises some question as to what 
measures will be adopted, and what 
standards will be applied, to regulate 
the growth in commercial bank credit 
in the event of a marked increase in the 
demand for funds to finance purchases 
of new corporate issues. 

Looking at the commercial banking 
system as an entity, the total outstand- 
ing commercial bank deposits may be 
considered as arising principally from 
three classes of transactions. 


New York City 


(1) Deposits that represent increases 
in commercial bank loans and invest- 
ments. 

(2) Deposits that represent savings 
or capital accumulation resulting from 
business transactions. ; 

(3) Deposits that represent the trans- 
fer of foreign capital to our markets, 
representing either the preference of 
foreigners for investment or safekeep- 
ing in our markets, or representing net 
domestic savings on balance of pay- 
ments account. 

From the point of view of effective 
bank credit regulation a distinction 
should be drawn between those deposits 
that represent the extension of loans by 
the commercial banking system and 
those deposits that represent capital ac- 
cumulation of one form or another. So 
far as the deposits are the result of 
extension of loans by the commercial 
banking system, the deposits resulting 
therefrom may be considered as _ bur- 
dened with a debt obligation, and in 
the aggregate may be considered as not 
freely available for investment in new 
corporate issues. So far as the deposits 
are the result of increases in invest- 
ments by the commercial banking sys- 
tem, or represent capital accumulation, 
domestic or foreign, the deposits may 
be considered as available for invest- 
ment in new corporate issues. From 
the point of view of the commercial 
banking system as an entity, such de- 
posits may be considered as “owned” 
deposits, that is, deposits not charged 
with a debt obligation on the part of 
bank depositors to the banking system. 
So far as such “owned” deposits are 
used to purchase existing securities, the 
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result is merely a transfer of deposits 
from one group of investors to another. 
So far as the “owned” deposits are used 
for the purchase of new corporate is- 
sues, the result is the transfer of owner- 
ship of these deposits from existing 
depositors to corporate owners. 

A rough idea of the growth in the 
volume of liquid capital that is avail- 
able in the banks to meet the prospec- 
tive demand for capital funds from new 
borrowers is presented in the accom- 
panying table. That an appreciable 
proportion of “owned” deposits repre- 
sents funds required by business to 
carry on normal business operations 
should be considered in attempting to 
formulate some idea of the amount of 
“owned” deposits that would actually 
be available for investment in new cor- 
porate issues. 


All Banks in U. S., Other Than 
Mutual Savings Banks 
“Bor- 

Total rowed” “Owned” 

Deposits Deposits Deposits 
—Millions of Dollars— 
Dec. 31, 1929. .46,373 41,918 4,455 
Dec. 31, 1933. .28,797 21,977 6,820 
Dec. 31, 1934. .34,942 20,474 14,468 
Dec. 31, 1935. .39,001 20,329 18,672 
Dec. 31, 1936. .43,558 21,449 22,109 
Mar. 31, 1937. .42,420 21,790 20,630 


So far as the existing volume of 
“owned” deposits outstanding is con- 
cerned, the commercial banking system 
in so far as it employs these funds 
may be considered as merely the inter- 
mediary that arranges for the capital 
of the lenders, that is, the owners of 
the deposits being used by the borrow- 
ers, that is those capital issuing bodies 
whose securities the commercial bank- 
ing system holds as investments. The 
depositors with “owned” deposits may 
for example use the deposits to pur- 
chase the securities held in the invest- 
ment portfolio of the commercial 
banking system, in which case the out- 
standing commercial bank deposits will 
be reduced, and the commercial bank- 
ing system’s investment portfolio re- 
duced. 

The fact that deposits may initially 
be created as a result of increases in 


bank: investments, but after they are 
created become funds that are available 
to the depositor for investment else. 
where, will be better understood by the 
following example. Because of the 
large volume of deposits created by the 
banks to finance the Treasury deficits 
over the past several years, we shall: 
use as an example the purchase of Goy- 
ernment securities by bank credit 
creation. 

Assume that the Treasury announces 
a new issue of Government securities 
for one billion dollars, and that the 
commercial banking system subscribes, 
for the entire issue. If the banks offer 
the Treasury a deposit credit on their 
books the Treasury deposits in the com- 
mercial banking system will have risen 
one billion dollars, the holdings of 
Government securities by the commer- 
cial banking system will have risen one 
billion, and their reserve requirements 
will be increased, if we assume that the 
average reserve required is 20 per cent., 
by 200 millions, which we shall assume 
is met by a draft on the available ex- 
cess reserves. 

When the Treasury draws upon its 
deposit credit at the bank for the pay- 
ment of relief or other governmental 
expenditures, the deposits originally 
outstanding to the credit of the Gov- 
ernment are now outstanding in the 
hands of the public. These deposits 
may be used by the owners thereof in 
any way they wish. Thus if a new cor- 
porate issues of one billion dollars 
should be floated, the depositors may 
subscribe for the entire issue, and 
result would be that the total outstand- 
ing deposits would be unchanged, but 
the ownership of the deposits would be 
in the corporations floating the new is- 
sues. In this case, it will be seen that 
the commercial banking system which, 
because of its excess reserve position 
was able to create one billion dollars 
of deposits, now is in a position where, 
if the depositors subscribe for the one 
billion of new corporate issues, it acts 
as an intermediary, facilitating the in- 
vestment of money by the possessor of 
the deposit who transfers the funds to 
the manufacturer, etc., who needs the 
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money for investment in plant or equip- 
ment. 

In those cases also where deposits 
represent the capital accumulations of 
domestic or foreign individuals or cor- 
porations, the position of the commer- 
cial banking system in investing these 
funds in Government or other secu- 
rities is that it is acting merely as an 
intermediary, and whenever the de- 
positors decide to withdraw their funds 
for investment elsewhere, while the ag- 
gregate of bank deposits will remain 
unchanged, the specific commercial 
banks losing deposits will be faced 
with the problem of maintaining their 
investment portfolio. 

Because of the reactions on the com- 
mercial banks’ investment position that 
may result from the public’s use of their 
deposits in the banks for investment 
in new capital issues, some further con- 
sideration of the relation of the com- 
mercial bank to the depositor is in 
point. Let us assume that the commer- 
cial banking system has reached the 
stage where it prefers to hold one bil- 
lion dollars of excess reserves, and the 
monetary management authorities are 
successful in limiting excess reserves to 
that amount. Let us further assume 
that one billion dollars of new cor- 
porate issues are floated in the capital 
market and that they are all purchased 
by owners of one billion dollars of ex- 
isting deposits in the commercial banks. 

Theoretically, looking at the commer- 
cial banking system as an entity, all 
that should result would be that the 
one billion dollars of deposits are 
transferred from individual ownership 
to corporate ownership, and the com- 
mercial bank system’s investment posi- 
tion should remain unchanged. Prac- 
tically, however, what happens is that 
deposits are withdrawn from specific 
commercial banks. These banks have 
to meet the drain of funds either by 
liquidating investments or liquidating 
loans. The banks receiving these de- 
posits may either increase their loans 
or increase their investments. If the 
banks losing deposits liquidate invest- 
ments, and the banks gaining deposits 
fail to increase their investment port- 
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folio, the result will be a downward 
pressure on the price of high-grade se- 
curities. 

In other words, assuming the com- 
mercial banks refrain from credit ex- 
pansion. on the basis of their excess re- 
serve position, the result of the use of 
deposits by the owners to subscribe to 
new corporate issues may very well re- 
sult in some liquidation of commercial 


*‘Current uncertainty as to 
future political developments 
and as to the attainment of a 
balanced budget are discouraging 
the use of the large volume of 
the existing ‘‘owned’’ deposits in 
making new investments, or in 
financing business turnover. The 
effect upon the volume of busi- 
ness of the reduced activity in 
the volume of deposit credit, 
while important, is not in itself 
a matter of concern to the com- 
mercial banks. What does con- 
cern them is the question when 
these deposits will be demanded 
by the domestic depositors for 
the purpose of making new in- 
vestments, and when the deposits 
representing foreign claims will 
be withdrawn from the money 
market.’’ 


bank credit. The fact that the aggre- 
gate of deposits outstanding in the 
commercial banking system would be 
unchanged would not necessarily result 
in the aggregate of commercial bank 
investment holdings remaining un- 
changed. 

If in addition to the demands of de- 
positors for funds to pay for one bil- 
lion of new corporate issues, there is, 
let us assume, an increase in the de- 
mands by business borrowers for one 
billion dollars of loans, the result will 
be, still assuming no use by the com- 
mercial banks of their excess reserves, 
that the pressure for liquidation of bank 
investments will be increased. 

That the demand for funds from the 


commercial banks over the next several 
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years to meet corporate financing re- 
quirements will be large can be readily 
assumed. The continued improvement 
in business and ‘he continued improve- 
ment in financial sentiment will ulti- 
mately result in a substantial increase 
in the volume of new corporate issues. 
The existing tax on the undistributed 
profits of corporations, if not repealed, 
will exercise an increasingly important 
influence on the volume of new cor- 
porate financing. 

Current uncertainty as to future po- 
litical developments and as to the at- 
tainment of a balanced budget is 
discouraging the use of the large vol- 
ume of existing “owned” deposits in 
making new investments, or in financing 
business turnover. The effect upon the 
volume of business of the reduced ac- 
tivity in the volume of deposit credit, 
while important, is not in itself a mat- 
ter of concern to the commercial banks. 
What does concern them is the question 
when these deposits will be demanded 
by the domestic depositors for the pur- 
pose of making new investments, and 
when the deposits representing foreign 
claims will be withdrawn from our 
money market. 

This question is of particular im- 
portance to the commercial banking sys- 
tem because on its answer depends the 
extent to which the banks, in formulat- 
ing their investment policies, will de- 
cide to increase their investment in 
long-term securities, or will continue 
to prefer as at present, particularly in 
the case of the larger banks, to keep 
the larger proportion of their invest- 
ment in the much less profitable form 
of short-term securities. A substantial 
increase in the volume of corporate 
financing will probably result in the 
formulation of new mechanisms to fore- 
stall any possible unfavorable reaction 
on the execution of the Federal Re- 
serve’s easy money policy. 

The distinction between the volume 
of deposits outstanding, and the volume 
of business transactions consummated 
on the basis of the existing deposits, 
should be-kept in mind. Thus elabo- 
rate statistical studies indicate that, in 
normal business periods, the credit 
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fund represented by bank deposits 
turns over on the average about twenty 
times a year. In other words, a volume 
of 50 billion dollars of deposits, on 
the average, can be considered as 
transacting 1000 billion dollars’ worth 
of business for a normal year. Thus 
for example if the velocity of turnover 
of existing bank deposits should in- 
crease from 20 times a year to a rate 
of about 25 times a year, there would 
be a volume of business transacted, on 
the basis of 50 billion dollars, of about 
1250 billion dollars a year. So far 
as the volume of business transacted is 
concerned, it would seem that it makes 
little difference whether the deposits 
result from commercial bank loan op- 
erations or otherwise. The one consid- 
eration, however, is that the rate of 
turnover of deposits resulting from bank 
loan expansion may be appreciably 
higher than deposits resulting from 
bank investment operations, or that 
may represent inactive corporate or in- 
dividual savings. 

Up to the present the principal fac- 
tors affecting the determination of 
policy by our monetary management 
authorities have been those concerned 
with the financing of the increasing 
public debt, and with adequate control 
of the increasing monetary gold stocks, 
The credit control policies pursued by 
our monetary management authorities 
in the light of these factors have been 
pursued with the primary objectives of 
forestalling credit inflation and main- 
taining a relatively low level of long- 
term money rates. 

Thus it is’ that ‘through increasing 
member bank reserve requirements and 
gold sterilization operations, the com- 
mercial banking system has _ been 
maneuvered into the position where 
commercial bank credit expansion of 
an excessive amount is comparatively 
limited. It can be realized that when 
commercial banks in the central re 
serve cities have to put up, on the aver- 
age, $26 of reserves for every $100 of 
deposits created through new loans or 
new investments, that the volume of 
additional deposits that can be created 
on the existing member bank reserve 
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balances is restricted from expanding 
in excessive proportions, if increases 
in money rates are to be prevented 
from developing. Further because of 
the insistence on the part of the mone- 
tary management authorities that long- 
term money rates remain at abnormally 
low levels for a business recovery 
period, a substantial proportion of the 
existing excess member bank reserves 
of about 900 million dollars should 
logically be considered not as available 
for member bank credit expansion, but 
as presently existing idle reserves of 
the commercial banking system that 
will be available to meet normal 
prospective demands of commercial and 
agricultural customers of the commer- 
cial banking system. 

The existence of so large a propor- 
tion of the existing demand deposits of 
the commercial banking system, that 
have no corresponding offset in out- 
standing bank loans, does raise the 
problem of what measures will be 
taken to prevent undue rises in com- 
modity or security prices, and at the 
same time maintain low long-term 
money rates, if a marked increase in the 
velocity of these deposits should eventu- 
ate, resulting from a marked increase 
in the volume of new corporate financ- 
ing. 

We have at preséht enough deposits 
outstanding in our commercial bank- 
ing system, if circulating at say the 
average velocity of the 1922-28 period, 
to finance a volume of business mark- 
edly above present levels and even 
above the normal volume of business 
that may reasonably be expected over 
the next several yéars. It is of course 
a serious question whether the confu- 
sion created by the various objectives 
of the Roosevelt Administration has 
not been an important factor contribut- 
ing to the current subnormal turnover 
of existing demand deposits. When 
the present period of more or less un- 
certain prosperity makes way for the 
period of “Confident Prosperity” that 
will, we hope, ultimately develop, the 
imcrease in deposit turnover may have 
undesirable results. If such deposits 
are used to finance an increasing vol- 
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ume of business at about the current 
or moderately higher price level no 
credit control measures would seem to 
be required. If, however, such deposits 
are used for financing a markedly 
higher level of new corporate issues, 
then the problem of how to regulate 
such developments effectively, while at 
the same time maintaining the objective 
of low long-term money rates, may 
prove to be a hard nut for the Federal 
Reserve to crack. 

In the last analysis then, since we 
are assuming that the objective of our 
monetary management authorities is to 
maintain low long-term money rates, a 
substantial increase in commercial bank 
collateral loans will probably be the 
signal for the adoption of measures to 
prevent excessive increases in corporate 
financing. While the existing extraordi- 
nary volume of “owned” deposits out- 
standing in the commercial banks may 
conceivably prove more than ample to 
finance any prospective increases in 
corporate issues, the possibility remains 
that the increasing volume of corporate 
issues may not find a market in those 
now owning the deposits. To the ex- 
tent that increases in commercial bank 
collateral loans will be the result of 
the failure of the owners of existing 
deposits to take up the new capital is- 
sues, there will be pressure on the part 
of the monetary management authorities 
either to regulate the volume of new 
corporate issues, or to adopt measures 
to prevent undue increases in the vol- 
ume of outstanding commercial bank 


deposits. 
© 


SOLIDARITY OF THE MODERN 
WORLD 


OnE event after another points the same 
truth. There is a solidarity about the 
modern world which cannot be evaded 


by ignoring it. It is not just a techni- 
cal solidarity. It is moral as well. If 
we persist in refusing to acknowledge 
and act upon it, we shall draw upon 
ourselves a retribution which will be 
spiritual as well as material. We shall 
lose the world and our own soul into 
the bargain.—The Economist (London). 





A Budget Plan for Small Banks 


EADERS of this magazine will be 

interested in the report of the 

Committee: on Bank Costs of the 
New York State Bankers Association 
the text of which is published herewith. 
The committee was composed of the 
following: L. Floyd Smith, chairman, 
comptroller of the Lincoln National 
Bank and Trust Company, Syracuse, 
N. Y.; Lester D. Hays, cashier, First 
National Bank, Sidney, N. Y.; William 
J. Weig, assistant secretary, Guaranty 
Trust Company, New York City; 
Charles J. Machleid, vice-president, 
Peninsula National Bank, Cedarhurst, 
N. Y.; A. G. Stroman, vice-president, 
Marine Midland Group, Inc., Buffalo, 
u.-%. 

In submitting their report the com- 
mittee particularly acknowledged “the 
excellent and painstaking work per- 
formed by Charles J. Machlied and 
Lester D. Hays” and also expressed 
their appreciation of the time and effort 
given on behalf of the committee by 
John J. Driscoll, Jr., of Driscoll, Mil- 
let & Company, Philadelphia, who acted 
as consultant. 

The complete text of the plan follows: 

Budgetary control is a process of 
projecting the future through intimate 
knowledge of past history and present 
trends. Fundamentally, the difference 
between budgetary control on the part 
of a banking institution or business firm 
and similar control as applied to the 
personal affairs of a private individual 
is one of size only. Speaking from the 
individual standpoint, Jerome Beatty, 
in a magazine article some time ago, 
stated that all American families are 
divided into three classes: those who 
believe they ought to budget but never 
got around to it; those who tried to 
budget and gave it up; and those com- 
paratively few noble souls who started 
a budget, stuck to it, and made it work. 
The author further remarked that the 
pages of abandoned budget books in 
this country, if gathered in one pile, 
would make a fire big enough to warm 
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the cold feet of all who had tried and 
failed. 


Applying these thoughts to the bank- 
ing fraternity, it would seem that the 
subject should be approached from the 
inspirational as well as the technical 
standpoint. 

Perhaps some bank managements 
still regard a budget as an inflexible 
strait-jacket from which, once com- 
mitted to it, there can be no escape, 
regardless of fire, flood, or act of 
Providence. But should we not look 
upon it as a friendly guide, pointing 
out to us our destination and charting 
the course which we should pursue to 
insure our safe arrival? By its aid, 
we may measure our progress as we 
proceed. To its warning signals we 
may take heed before our deviation 
from our course has become so pro- 
nounced as to be dangerous. We may 
find it necessary to make alterations in 
our chart as we go along in order to 
meet changing conditions as they arise, 
but each alteration or adjustment, be- 
fore being adopted, will be carefully 
studied to make sure of its advisability 
or expediency, and not effected merely 
as the result of impulsive decision. 

The bank director, today as never 
before, realizes the definite responsibil- 
ity which he assumes with his oath of 
office. He is usually a business man 
and not a banker, and he wants to learn 
more about banking in general and 
about his own bank in particular. Per- 
haps he is operating his own business 
on a budget plan. In any event, he 
will welcome budgetary control, not 
only for its direct value to his bank, 
but also as a means of educating him- 
self in regard to the operation of his 
institution. He will feel an increased 
measure of confidence in the executive 
officer who has not overlooked this use- 
ful tool of management. « The officer in 
turn may rest easier in the knowledge 
that the operating data placed before 
his board constitutes a dependable basis 





How to Analyze a Bank Statement 


By F. L. GARCIA 


T is the purpose of this booklet to discuss from the practical standpoint some 
I accepted methods of bank statement analysis. Although the analyst can only 

be as good as the data at his disposal, the greater detail now available in 
bank statements is imparting to statement analysis a real significance many 
times lacking in the past. 


@ Mr. Garcia first considers the bank statement taking up item by item the 
various entries which appear under assets and liabilities. He then goes on to 
discuss the “intangibles” which must be considered in appraising the quality of 
bank management. He then considers the process of analysis particularly with 
reference to various standard ratios which are indicative of a bank’s strength or 
weakness. _The last section is devoted to an analysis of a bank’s earnings. 


@ An appendix gives a number of important tables showing how different bank 
ratios have changed during inflationary and deflationary periods. 
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on which sound judgment may be 
predicated. 

The disposition of available funds 
among various classes of earning assets 
marks the point at which a budgeting 
operation may properly begin. From 
these assets will be produced the major 
portion of our gross operating income, 
and this gross income is the most im- 
portant single factor to be considered 
in working out a justifiable expense 
budget. As to disposition of earning 
assets, we will endeavor to properly 
balance the factors of liquidity, diversi- 
fication, safety of principal, and earn- 
ings, thereby promoting the best inter- 
ests of our depositors and stockholders. 
This process is sometimes called 
‘budgeting of funds” but, by whatever 
name it may be known, every studious 
banker is continually giving his atten- 
tion to the problem. 

_ The arrangement and segregation of 
income accounts to tie in with the assets 
producing that income will facilitate a 
study of past earning history by which, 
after carefully evaluating the factors of 
current trends of yield and volume, we 


may be able to project a sound ex- 
pectation of future income. 

Every banker wants to know two 
things about his own institution. First, 
how do his present gross income and 
net profit compare with the past two 
or three years and second, is his bank 
doing as well as other comparable in- 
stitutions in his own state or in his im- 
mediate territory? His own figures 
will give him the answer to the first 
question. As to the second, the operat- 
ing ratios published by the Federal Re- 
serve Bank are probably the best guide 
which is available for general use. 

Using this yardstick, how does the 
income from loans compare with the 
rate enjoyed by other banks? If it is 
lower, it may be on account of delin- 
quencies, or perhaps the result of 
soliciting loans of a high grade on 
which income has been sacrificed for 
reduction of risk. If the yield is 
greater than the trade average, it may 
be too high for safety, indicating that 
unreasonable emphasis is being placed 
on current yield. It is possible that 
the trade averages themselves are in- 
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fluenced by delinquencies from year to 
year. These same factors should also 
be studied. as applied to the bond ac- 
count. How does the gross income re- 
ceived from service charges compare 
with the averages. shown by other 
banks? If this ratio is low, the serv- 
ice charge basis-may be inadequate, or 
the bank may have a generally high 
quality’ of commercial business. 

All of these factors must be consid- 
ered in making up the earnings side of 
the proposed budget and, as pointed 
out by the American Bankers Associa- 
tion a few years ago, the loan and in- 
vestment policy in general will be very 
largely influenced by the source from 
which funds are derived, as obviously 
loans and securities suitable for the 
investment of capital funds would be 
entirely undesirable for the investment 
of the more volatile types of deposits. 

The preparation of an expense budget 
begins with a microscopic review of ex- 
penses actually incurred during the 
past two or three years and is greatly 
facilitated by maintenance of records 


providing suitable segregation of ex- 


pense into types. In the light of past 
experience, what general trends are 
now evident in the physical volume of 
business handled, or in the growth of 
certain kinds of business and decline 
of others? What new processes or 
methods are available whereby unit 
costs may be reduced? Turning again 
to the trade averages published by the 
Federal Reserve Bank, what percentage 
of gross earnings is being paid out for 
salaries and wages as compared to 
similar banks in the territory? If this 
ratio is high, is it attributable to ex- 
cessive activity in relation to dollar 
volume, inadequate return on invested 
funds, or other factors which may be 
subject to some degree of control? Is 
the interest paid on deposits in line 
with the total volume enjoyed? What 
percentage of gross income may be jus- 
tifiably expended for new business 
effort? With the answers to these ques- 
tions determined, we may arrive at a 
budget which is more than a mere re- 
statement of history or a wild guess at 
the future. 
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There is no particular magic in any 
type of budget form which might be 
offered for the consideration of a bank- 
ing institution. Literally hundreds of 
such forms have been evolved, each one 
differing from the others only in minor 
particulars. As your committee sees it, 
the outstanding value of a budget lies 
in the fact that the preparation of the 
necessary preliminary data necessitates 
a detailed study of past operations both 
from the standpoint of income received 
and expenditure required, and also calls 
for a periodical comparison of actual 
operations with the predetermined 
standard which has been set up. 

Some authorities have maintained 
that successful budgetary control can 
only be established in an_ institution 
maintaining an adequate daily or 
monthly accrual system covering its in- 
come and expenses. What, then, shall 
we say to the small bank which is op- 
erating on a cash basis? The amount 
of gross income enjoyed may not be 
large enough to justify an increase in 
its personnel and at the same time, 
the cash income recorded may be at 
wide variance with the amount actually 
earned in any given period. 

As a possible solution, we suggest 
that in these small institutions, the use- 
fulness of budgetary control to the 
management is not necessarily impaired 
by quarterly, instead of monthly, com- 
parisons of actual operations with 
hudget estimates. Following this line 
of thought, it is a relatively simple 
matter to take a quarterly inventory of 
accrued interest receivable and pay- 
able, unearned interest or discount, etc., 
and adjust cash figures to accruals by 
the inventory method. These adjust- 
ments need not necessarily be made on 
the bank’s books, but may be kept on 
a memorandum or subsidiary record. 
We have prepared and appended to 
this report an illustration (marked 
Schedule 1) of the method of adjust- 
ment from cash to accrual mentioned 
above. 

To compute the inventory of interest 
accrued and unpaid on securities, mort 
gages and demand loans, we must 
termine for each item or group of items 
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SCHEDULE 1 
ApJusTMENT OF INTEREST INCOME AND EXPENSE 
From Casu to Accrvuat - Basis 
By Means or INveNTORY METHOD 


Cash 
Income 
or Expense 


Interest. Received on Demand 





Interest Received on Securities 11,750 


$7,054 


- Minus 
Opening 
Inventory 


Plus 
Closing 
Inventory 


Accrued 
Income 
or Expense 


"$11,897 $10,706 


15,975 13,225 9,000 





Interest Paid on Special In- 
terest Deposits 


Cash 
Income 


0 6,982 6,982 
Plus 
Opening 
Inventoty 


Minus 
Closing Earned 


Income 





of the same interest due date and rate, 
the interest earned from the date in- 
terest was last paid to the end of the 
current budget period, omitting items 
of doubtful collectibility. 

Unearned discount on loans is most 
easily computed by taking the total of 
loans maturing each day from the ma- 
turity register, segregated as to rates, 
and computing the unearned discount 
on each group, starting with the first 
day after the end of the budget period 
and continuing to the latest maturity. 
If the inventory is carefully taken a 
high degree of accuracy may be at- 
tained. 

We also have a second type of in- 
come which is difficult or impossible 
to accrue accurately, such as trust fees, 
commissions, other income, etc. Such 
items are included in the budget on an 
estimated basis, and cash receipts for 
the budget period will be used in the 
compilation of actual operations. If 
they are found to vary to a marked de- 
gree, it may be desirable to revise 
budget figures to more nearly conform 
to actual experience. 

At the same time, the expense budget 
may also be set up by quarters, allow- 
ing for seasonal variations which exist 
im certain types of expense, and not 
merely apportioning the entire year’s 
expense budget equally over the four 


Inventory 


$11,227 


$9,801 $7,165 


quarters. The resulting figure of de- 
sired profit will, of course, vary some- 
what and perhaps quite materially from 
one quarter to another, but if the budget 
is carefully prepared, actual operations 
should closely follow the pattern set 
by the budget. 

There will be required a suitable 
form by which monthly or quarterly 
operations may be‘compared to the pre- 
determined standard, both for the cur- 
rent period and for the year to date, 
and on which deviations from budget 
may be shown. The suggested form, 
which is appended hereto (marked 
Schedule 2), is not intended as a 
“ready made” proposal which would be. 
adaptable to all institutions without .al- 
teration. In the budget field, the in- 
dividual bank -must work out a pro- 
cedure which is truly tailored to fit its 
own individual needs. But with such, 
additions or omissions as may be jus-. 
tified in each individual case, the pro- 
posed form will be found adequate for 
the purpose, particularly if accom- 
panied by suitable comments, outlining: 
the factors entering into any major de- 
viation from the budget which may be 
shown. 

The goal toward which we are con- 
stantly striving is, of course, a satis- 
factory and predetermined net annual 
profit which may be ultimately avail- 
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able for addition to the surplus account 
or partially for distribution to stock- 
holders in the form of dividends. Be- 
fore this final goal is reached, we must 
address ourselves to the problem of 
capital losses which are inevitable in 
any banking institution. All too often, 
a bank finds itself in a position of en- 
joying satisfactory gross earnings and 
well controlled expenses, only to have 
net earnings sadly depleted by losses 
which might have been provided for 
by more conservative policies adopted 
in prior years. In approaching this 
subject, the experience of the past seven 
painful years cannot be accepted as a 
suitable guide to the future, but neither 
can this be said of the more favorable 
loss history of the prosperous twenties. 
An adequate provision for capital losses 
in any bank can only be determined 
by the conditions existing within the in- 
stitution itself and the nature of the 
loan and investment policies, etc. 

In order that our members may have 
the benefit of such loss history as may 
be available, your committee has ob- 
tained and appended hereto a schedule 
(marked Schedule 3), showing the 
losses sustained by Federal Reserve 
members in New York State in relation 
to the amount invested in loans and in 
securities for the years 1923 to 1935 
inclusive. The data here set forth is 
perhaps chiefly useful as a sharp re- 
minder that capital losses are always 
with us and must be adequately pro- 
vided for in any budget plan which is 
to accomplish the objectives for which 
it was established. 

We have mentioned above, the trade 
averages which are compiled by the 
Federal Reserve Bank and segregated 
into various types of banks, both as to 
total deposits and their apportionment 
between time and demand money. This 
data is undoubtedly of great value as 
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a general guide to management but un- 
fortunately it leaves entirely untouched 
a great field of operating expense out- 
side of the items of salaries, interest on 
deposits, and interest on borrowed 
money. In the first Federal Reserve 
District a more complete breakdown of 
expenses as to type is available to mem- 
bers, but it is probably an open ques- 
tion as to whether the averages shown 
in the New England area would be of 
outstanding value as a guide to banks 
outside that territory. It would seem 
to your committee that this association 
can render a real service to its mem- 
bers by the assembly and publication 
of uniformly classified expense data 
with proper segregation providing for 
differences in location, size, and nature 
of deposit business. To this end, a 
general adoption of the plan set forth 
in this report by members of this asso- 
ciation, with detailed expense classifica- 
tions, would provide a basis for the 
publication of more adequate data for 
the future guidance of members. 

Even with these variations provided’ 
for, there will always be differences in 
operating costs arising from variations 
in degree of activity, and if a scientifi- 
cally accurate measure of efficiency is 
desired, it can be supplied only through 
cost accounting study. 

In conclusion, may we offer the sug- 
gestion that neither budgetary control, 
nor any other device designed as an 
aid to management, can be expected to 
insure an institution against the evil 
effects of unwise policies or errors of 
judgment. Nevertheless, the usefulness 
of the budget as a scientific approach 
to executive problems has already been 
demonstrated by many of the larger 
banks and by business in general, and 
we feel that its value to the relatively 
small bank will be found to far out- 
weigh the effort required for its adop- 
tion. 


Schedules 2 and 3 referred to in this article 
will be found on the following pages 
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Some Recent Banking Decisions 


BANK RECEIVING DIAMONDS FOR 
SAFEKEEPING 


A bank, which receives diamonds 
from a depositor for safekeeping with- 
out compensation and places them in 
a safe from which they can be taken 
only by an officer of the bank, will be 
liable for the value of the diamonds if 
it is unable to find them upon the de- 
positor’s demanding their return. 

The general rule is that, where a 
bank receives property for safekeeping 
and the property is subsequently con- 
verted by an officer of the bank, the 
bank, even though a gratuitous bailee, 
will be liable for the value of the prop- 
erty. This is so regardless of whether 
the loss is occasioned by mere negli- 
gence or fraud, the officer’s act of con- 
version being, in effect, the act of the 
bank itself. 

It is also held that a bank is not a 
gratuitous bailee where it invites and 
accepts deposits for safekeeping as an 
accommodation to its customers. The 
reason is that the bank, though receiv- 
ing no direct compensation, receives an 
indirect benefit through the goodwill 
which it builds up and through the busi- 
ness which it receives or expects to re- 
ceive as a result of making its facilities 
available to its customers. The dis- 
tinction between a gratuitous bailee and 
a bailee for hire is drawn in cases of 
this kind because a bailee for hire is 
held to a greater degree of care than is 
a bailee who receives no compensation. 

It appeared in this case that the 
plaintiff delivered to the defendant bank 
a pair of diamond earrings for safe- 
keeping. The earrings were placed in 
a safe to which only the officers of the 
bank had access. Four years later, 
when the plaintiff asked for the return 
of the earrings, the bank was unable 
to find them. On the trial of this ac- 
tion the bank was held liable for $1700. 
The judgment against the bank was af- 
firmed upon appeal but the case was 
sent back for a new trial on the ques- 
tion as to the value of the earrings, the 


reason being that the plaintiff had of- 
fered no expert testimony as to value. 
This was decided by the Supreme 


Each month THE BANKERS 
MAGAZINE will publish several 
digests of recent court decisions 
of interest to bankers. For fur- 
ther particulars on these and 
other banking law cases the 
reader is referred to our affiliated 
publication, THE BANKING 
LAW JOURNAL. 


Court of Mississippi in Citizens Bank 
of Coldwater v. Callicott, 174 So. 
Rep. 78. 


SIGNATURE ON CORPORATION 
NOTE 


Persons who sign their names to a 
promissory note followed respectively 
by the abbreviations “Pres.” and “Sec. 
& Treas.,” the signature of the corpora- 
tion of which they are supposed to be 
officers not being on the note, are per- 
sonally liable on the note even though 
they intended to make the corporation 
solely liable. They will not be entitled 
to have the note reformed (that is, have 
the note corrected by the court by hav- 
ing the corporation’s signature added 
so as to conform to what they contend 
was the intention of the parties) where 
it appears that in the meantime the cor- 
poration has become defunct and judg- 
ment proof. Kegel v. McCormack, Su- 
preme Court of Wisconsin, 272 N. W. 
W. Rep. 650. 

When an officer of a corporation 
signs a note which is intended to be 
binding on the corporation alone, the 
proper form of signature is as follows: 


X_ Company 
By A. B., Pres. 


In the present case the note read: 
“One (1) year after date for value re- 
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ceived we promise to pay,” and was 
signed: 

Jas. L. McCormack, Pres. 

N, J. Savignac, Sec. & Treas. 


It represented a loan of $1710.45 
which had been made by the two plain- 
tiffs as executors of an estate. Pay- 
ments amounting to $1000 had been 
made by checks of the Nor-Mac Realty 
Company and it was claimed by the 
two defendants, McCormack and Sav- 
ignac, that the note was intended to be 
the obligation of the corporation alone 
and that the signature of the corpora- 
tion had been omitted through mutual 
mistake. 


BANK NOT LIABLE FOR DEFALCA- 
TIONS OF CORPORATE DE- 
POSITOR’S MANAGER 


The general manager of a corpora- 
tion was placed in full charge of all 
of its affairs. He was held out to the 
public as having full authority in re- 
spect to all of the corporation’s busi- 
ness. Without express authority, the 
manager opened an account in a bank 
in the name of the corporation by him- 
self as manager. Later, he withdrew 
and appropriated to his own use a 
large sum, the bank having no knowl- 
edge of this fact. It was held that the 
bank was not liable. 

The corporation in this case was a 
coéperative dairy company. When the 
company was organized in 1926, it ap- 
pointed one Smyth general manager. 
The members of the board of directors 
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and the other officers of the company 
were all engaged in active farming and 
gave little or no attention to the affairs 
of the company but left the conduct of 
its business entirely to the manager. He 
handled all of the company’s funds, 
bought and sold dairy products, drew 
drafts, signed and indorsed checks, 
opened bank accounts, made deposits, 
received and answered all correspond- 
ence and hired and discharged all em- 
ployes and fixed their compensation. 
He opened a checking account in the 
defendant bank and later withdrew and 
embezzled the sum of $4768. The surety 
company which issued the manager’s 
fidelity bond made good the loss to the 
dairy company and the dairy company 
assigned to the surety company what- 
ever claim it might have against the 
bank. In this action by the surety com- 
pany against the bank, it was held that 
there could be no recovery. 

In a case of this kind, the deposit is 
generally made by an agent or officer 
of the corporation in the agent’s or 
officer’s individual name. In many in- 
stances the bank has been held liable 
for amounts appropriated by the agent, 
even though the bank acted in good 
faith and entirely without knowledge 
of the agent’s wrongdoing, on _ the 
ground that a bank should not in the 
first place permit an agent of a cor- 
poration to deposit to his individual 
credit funds which the bank knows be- 
long to the corporation. It is difficult 
to see on what ground it was expected 
to fasten liability on the bank in the 
present case since the account was 
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opened in the name of the corporation 
and there was nothing in the evidence 
to indicate that the bank had any reason 
to believe that the operations of the 
manager were anything but regular. 

This was decided by the Supreme 
Court of Iowa, in the case of Fidelity 
and Deposit Company of Maryland v. 
Merchants National Bank, 273 N. W. 
Rep. 141. 


ATTESTATION OF WILL NAMING 
BANK AS EXECUTOR 


Where a will, appointing a bank as 
executor or trustee is signed by stock- 
holders or officers of the bank as at- 
testing witnesses, the will is valid, but 
the appointment of the executor or 
trustee is void. In such case the bank 
is not qualified to act and the court 
will proceed to appoint another bank, 
or an individual, to settle the estate or 
to administer the trust. 

This was decided by the Appellate 
Court of Illinois in the case of Lawn- 
dale National Bank of Chicago v. Kas- 
per American State Bank, 6 N. E. Rep. 
(2d). 670. The decision was made un- 
der the Illinois statute (Smith-Hurd 
Ill. Stats., c. 148, § 8) which removes 
the incompetency of witnesses to the 
execution of a will, who receive any 
beneficial interest under the will and 
declares any such beneficial interest to 
be void. It was held that an executor, 
though taking no bequest under the 
will, has a beneficial interest therein 
because of the commissions allowed by 
law for acting as executor; that stock 
holders of a corporation named as 
executor also have a beneficial interest 
and that the statute above referred to, 
therefore, applies. 

The person who executed the will 
here involved was a stockholder and 
director of the bank named as executor. 
Each of the three attesting witnesses 
was also a stockholder of the bank. 
One of them was, in addition, an offi- 
cer of the bank and another was its 
attorney. The witnesses were selected 
by the testator and, although his atten- 
tion was called to the fact that their 
competency was questionable because 


of their connection with the bank, he 
nevertheless insisted that they attest his 
will, 

In jurisdictions where there is no 
statutory provision, such as that in 
Illinois, removing the incompetency of 
attesting witnesses, not only would the 
appointment of the executor have been 
invalid but the will itself would have 
been void. It is important, therefore, 
in any jurisdiction, to see to it that 
wills, naming a bank or trust company 
as executor or trustee, should be attested 
by witnesses who have no connection 
with the bank or trust company. 


BANK LIABLE FOR COUNTY 
TREASURER’S DEFALCATION 


Where a county treasurer draws 
checks on the county depository and 
deposits them to the credit of his per- 
sonal account in a trust company, the 
trust company will be liable for any 
amount which the treasurer subse- 
quently withdraws and embezzles. The 
trust company, in such a case, is pre- 
sumed to know the provisions of the 
statutes requiring a county treasurer to 
deposit county funds in the regularly 
appointed county depository and to pay 
them out only in settlement of obliga- 
tions properly due by the county and 
upon the order of the designated au- 
thorities. Here the trust company was 
put upon notice by the form of the 
checks that the treasurer was not com- 
plying with these statutes. Conse- 
quently, it was liable for any sums mis- 
appropriated by the treasurer. Employ- 
ers’ Liability Assurance Corporation v. 
Hudson River Trust Company, New 
York Supreme Court, Appellate Divi- 
sion, 294 N. Y. Supp. 698. 

This reverses the decision of the 
Supreme Court, 290 N. Y. Supp. 881, 
which was published in the May, 1937, 
issue of THE BANKERS MAGAZINE at 
page 412. 

The facts showed that one, DeWitt, 
was the county treasurer of Columbia 
County, New York, and also vice-presi- 
dent of the Germantown National Bank, 
which was designated as depository of 
county funds. The plaintiff insurance 
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company became surety upon the treas- 
urers official bond. The treasurer 
wrongfully drew a series of checks on 
the depository bank, aggregating $30,- 
000. Some of these checks were pay- 
able in cash while others were payable 
to the treasurer’s individual order. All 
of them were deposited in the treas- 
urer’s personal account in the defend- 
ant trust company and the proceeds 
were later withdrawn by the treasurer 
and appropriated to his own use. As 
stated above, the bank was held liable 
for the amount thus embezzled. 


The plaintiff insurance company had 
made good to the county the amount 
which it had lost as a result of the 
transactions described and thus become 
subrogated to the rights of the county 
against the defendant trust company. 
In the meantime the depository bank 
had failed and an action was also 
brought by the receiver of that bank 
against the defendant trust company. It 
was held that the receiver was pre- 
cluded from recovering by the negli- 
gence of the depository bank in paying 


the checks drawn by the treasurer. 
Cases of this kind fall into three prin- 


cipal classes. The first is made up of 
the cases in which a bank permits an 
executor, administrator or other fidu- 
ciary to deposit estate funds in his in- 
dividual account. In these cases it is 
held that the bank is not liable for 
sums wrongfully taken by the fiduciary 
unless it has knowledge of his wrong- 
doing or is put upon inquiry by the 
facts. If, for instance, the fiduciary 
were to pay his individual note, held 
by the bank, out of estate funds so de- 
posited in his personal account, the 
bank would be put upon notice as to 
his authority to make such use of the 
funds. It would be liable for that 
amount and for any sums subsequently 
misapplied. 

The second class is made up of cases 
in which a bank permits an officer or 
agent of a corporation to deposit cor- 
porate funds in his individual account. 


In such cases, the bank will be liable 
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for the defalcation of the officer or 
agent irrespective of knowledge of his 
wrongdoing. Here the bank is under 
a duty to make inquiry as to the au- 
thority of the officer or agent to deposit 
checks payable to the corporation other- 
wise than in the corporation’s account. 

The third type, of which the present 
case is an example, includes cases 
wherein the bank permits a public off- 
cial to deposit public funds in his in- 
dividual account. As already pointed 
out, the result is liability on the part 
of the bank. 
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MAINTENANCE OF AMERICAN 
STANDARD OF LIVING 


In view of all the complex elements in- 
volved in our future foreign trade re- 
lations, it may be said that perhaps 
the most prudent policy for this coun- 
try to follow is one that proceeds grad- 
ually and that is designed to stimulate 
both branches of foreign trade. l- 
though the United States was the 
world’s largest exporter and next to the 
largest importer last year, several for- 
eign countries registered considerably 
greater percentage gains in both exports 
and imports; and there is much room 
for a further expansion of American 
participation in international trade. 

And if, in the process of enlarging 
the volume of our foreign transactions, 
our export surplus should be reduced 
or an actual import balance should ma- 
terialize for an extended period, it 
must be remembered that such a de- 
velopment is normal for a creditor na- 
tion. The situation need not be re- 
garded as unwholesome so long as our 
altered international trade relationships. 
do not occasion a sacrifice of export 
volumes that might react unfavorably 
on industry and agriculture, throwing 
American workers out of employment, 
reducing farm income, and jeopardiz- 
ing American capital investments.— 
The Guaranty Survey. 
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Unlisted Issues and the Securities Exchange Act 


By Frank P. SMITH 


HE passage of the Securities Ex- 

change Act of 1934 aided in solv- 

ing some of the listing and trading 
problems of securities exchanges. This 
act also granted the Securities and Ex- 
change Commission a limited extension 
of time in which to study unlisted trad- 
ing and to devise regulations for this 
type of trading. The commission spent 
two years studying the problems of un- 
listed trading and on January 3, 1936, 
made a formal report to Congress. On 
the basis of this report, and the recom- 
mendations of the commission, Congress 
amended the Securities Exchange Act of 
1934. 


I. AMENDMENTS TO THE SECU- 
RITIES EXCHANGE ACT OF 1934 


The 1936 amendments are important 
(1) because of the fact that under the 
Act of 1934, unlisted trading was 
granted only temporary status, and the 
death clause in the original act has 
been removed; and (2) because these 
amendments open up new opportunities 
for unlisted trading. Under Section 12 
(f) as amended, the following classi- 
age of securities may be traded un- 
isted : 


1. Securities admitted to unlisted 
trading prior to March 1, 1934. 

2. Securities already listed and regis- 
tered on any other national securities 
exchange.! 

3. Securities “...in respect of 
which there is available from a regis- 
tration statement and periodic reports 


i“. . such unlisted trading privileges 
shall continue in effect only so long as such 
security shall remain listed and registered 
on any other national securities exchange ;” 
Section 12-f (2). 


or other data filed . . 
or the Securities Act of 1933, as 
amended, information substantially 
equivalent to that available . . . in re- 
spect of a security duly listed and reg- 


. under this title 


This is the second of two ar- 
ticles by this author on ‘‘un- 
listed’’ securities as affected by 
the Securities Exchange Act. 
The author is assistant professor 
of economics at the University of 
Rochester, Rochester, N. Y. 


istered on a national securities ex- 
change.” 

The criterion to be satisfied in each 
case is that of public interest. “No 
application pursuant to this subsection 
shall be approved unless the commis- 
sion finds that the continuation or ex- 
tension of unlisted trading privileges 

. is necessary or appropriate in the 
public interest or for the protection of 
investors.” 

The procedure to be followed in seek- 
ing unlisted trading privileges varies 
for the different classifications. Issues 
in group 1 are already traded unlisted 
and no new applications by exchanges 
are required. However, the commis- 
sion may terminate or suspend trading 
in such issues for reasons of inadequate 
public distribution, inadequate public 
trading activity, or because of the char- 
acter of trading therein. 

2“... such unlisted trading privileges 
shall continue in effect only so long as such 
a registration statement remains effective 
and such periodic reports or other data 
continue to be so filed.” Section 12-f (3). 

3 Idem, 
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For issues in groups 2 and 3, appli- 
cations for unlisted trading must be 
presented to the commission by inter- 
ested exchanges. The applicant, in each 
case, must “. . . establish to the satis- 
faction of the commission that there 
exists in the vicinity of such exchange 
sufficiently widespread public distribu- 
tion of such security and sufficient pub- 
lic trading activity therein to render the 
extension of unlisted trading privileges 
on such exchange . . . necessary or ap- 
propriate in the public interest or for 
the protection of investors.” 


For issues in group 3, there are fur- 
ther restrictions. Issues in this group 
are not traded on exchanges but because 
information has been made public con- 
cerning them they, supposedly, deserve 
an exchange market. Applications for 
such issues must meet the requirements 
of the commission in respect to the 
points mentioned above, and in addi- 
tion must “. . . subject the issuer... , 
the officers and directors of such issuer, 
and every beneficial owner of more than 
ten per centum of such security to duties 


substantially equivalent to the duties 


which would arise . . . if such security 
were duly listed and registered on a 
national securities exchange; . . .” The 
commission is given authority to waive 
certain of these requirements if such 
action appears to be in the interests of 
the public. 

Since issues in group 3 are to be 
admitted to unlisted trading because in- 
formation has been made public con- 
cerning them, the commission recom- 
mended that it be given authority to 
require issuers with securities in this 
group to keep such information cur- 


rent. Under the Securities Act of 1933, 


issuers registering with the commission - 


for the sale of securities are required 
to file very complete and detailed re- 
ports concerning their status and op- 
erations. Such reports are important 
at the time of. filing but soon become 
out-of-date and useless from the invest- 
ment point of view. Congress en- 
deavored to correct this situation by 
amending the Securities Exchange Act 
of 1934. As amended, Section 15 (d) 


requires that certain future registration 
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statements shall contain agreements by 
the issuers to file with the commission 
“. . . such supplementary and periodic 
information, documents, and reports as 
may be required pursuant to Section 13 

. in respect of a security listed and 
registered on a national securities ex- 
change; . . .” Such an agreement is re- 
quired where the “. . . aggregate offer- 
ing price of such issues of securities, 
plus the aggregate value of all other 
securities of such issuer of the same 
class . . . outstanding, computed upon 
the basis of such offering price, amounts 
to $2,000,000 or more.” If an issuer, 
subject to these requirements, lists and 
registers the same issue, or another is- 
sue which renders that issuer subject to 
Section 13, then the provisions quoted 
of Section 15 do not apply. Also, these 
requirements are not effective if the ag- 
gregate value of the outstanding secu- 
rities of the same class, computed on 
the basis of the offering price of the 
last issue of securities offered to the 
public, fall below $1,000,000. 

The amendments of 1936 raise a 
number of problems. For the issues 
in group 1, this amendment merely 
continues a trading privilege already 
enjoyed by them. The issues in this 
group are limited to the issues already 
traded unlisted on March 1, 1934. Since 
no new issues can be added to this group 
we can expect that the numbers of such 
issues will be gradually reduced 
through withdrawals, reorganizations, 
listings and failures. 

For issues in group 2, full informa- 
tion is made public due to the listing 
on another exchange. The chief result 
of this provision has been a number of 
applications by exchanges for unlisted 
trading privileges to active issues listed 
on other exchanges. If this is per 
mitted to any great extent it will result 
in the development of two separate 
types of markets for such issues—listed 
primary markets and unlisted second- 
ary markets. This is, apparently, what 
the commission wishes. The main rea- 
son for this is that such unlisted trad- 
ing adds to the trading volume of the 
smaller exchanges with unlisted depart 
ments. . 





THE BANKERS MAGAZINE 


Exchanges 
Chicago Stock 
Baltimore Stock 
Los Angeles Stock 
New York Curb 
New York Stock 
Philadelphia Stock 
San Francisco Stock 


Totals 


Issues in the third group are not 
traded on exchanges, either listed or un- 
listed, yet there is sufficient informa- 
tion available to the public to justify 
their being granted unlisted privileges. 
In such cases there seems to be no ob- 
vious objection to unlisted facilities for 
these issues, assuming wide distribution 
and active trading. 


II. APPLICATIONS FOR -UNLISTED 
TRADING PRIVILEGES 


Since the enactment of the 1936 
amendments, the commission has con- 
sidered a number of applications made 
by unlisted departments to extend un- 
listed trading factilities to issues listed 
on other exchanges. In addition to con- 
sidering evidence regarding public dis- 
tribution and trading, the commission 
has considered the possibility of future 
trading in unlisted departments for 
such issues. The position of the com- 
mission is that an application should 
not necessarily be granted because an 
applicant exchange produces evidence 
to show adequate distribution and trad- 
ing activity in its vicinity. The com- 
mission goes further and attempts to 
form a judgment as to the volume of 
trading that may be transacted on the 
applicant exchange if the unlisted plea 
is allowed.‘ 

The procedure of handling applica- 
tions for unlisted trading in issues 
listed on other exchanges has been out- 
lined in connection with the application 
of the Pittsburgh Stock Exchange, filed 
August 24, 1936. The information in- 
troduced in the hearings that followed, 


‘See findings and opinion of the com- 
mission in the case of Edison Electric II- 
luminating Company of Boston, Securities 
Exchange Act Release No, 986. 
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Number of Issues Available for Trading 
Unlisted 


3 


3 


and the statement of procedure, affords 
us some new light on the commission’s 
methods and theories regarding unlisted 
trading. This is supplemented by ad- 
ditional information introduced in the 
hearings on applications by the Boston 
Stock Exchange, filed November 19, 
1936, and by the Philadelphia Stock 
Exchange, filed October 27, 1936. 
The three applications raised some- 
what different problems. The Pitts- 
burgh Stock Exchange’s application 
covered 23 issues,® listed as follows: 
New York Stock, 20; New York Curb, 
2; Philadelphia Stock, 1. Unlisted 
trading privileges were asked for bonds, 
and for stocks on odd-lot and round- 
lot basis. The application of the Phila- 
delphia Stock Exchange*® requested 
odd-lot and round-lot privileges for two 
stock issues, each listed on the New 
York Stock Exchange. The application 
of the Boston Stock Exchange’ requested 
odd-lot and round-lot privileges and in- 
volved 15 issues. The listing of these 
issues were more complicated than was 
true of the issues covered by the other 
applications. Ten of the issues were 
traded on more than one exchange on 
a listed basis, or on a combination 
listed and unlisted basis. At the top 
of this page are the exchanges on which 
these issues were available for trading. 
The findings and principles concern- 
ing the application of the Pittsburgh 
Stock Exchange establish the basic pro- 
cedure for treating other applications 


5 The original application included 25 is- 
sues but 2 issues were subsequently with- 
drawn. Securities Exchange Act Release 
No, 1139, p. 2. 

6 See Securities Exchange Act Release 
No. 1312, 

7See Securities Exchange Act Release 
No, 1298. 
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Always a sound 
investment LEARNING 
ANOTHERILANGUAGE 


The Berlitz Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
You learn to speak, read and write like 
a native, 


Commercial courses for advanced stu- 
dents. Private or class instruction. Day 
or evening. Native teachers. Send for 
catalog. 


Free Demonstration Lesson 


BERLIT SCHOOL OF 


LANGUAGES 
New Yorx 


630 Fifth Ave. CIrcle 6-1416 
International Bldg., Rockefeller Center 
Brooxtyn....1 DeKalb Ave. TRiangle 5-2123 
BALTIMORE Baltimore Life Building 
140 Newbury Street 

30 North Michigan Avenue 

Leader Building 

David Whitney Building 

PHILADELPHIA 226 S. 15th Street 
PiTTsBuRGH .. Grant Building 
Sr. Louis .... Studio Building 
WASHINGTON . 115 Connecticut Avenue 


of a similar type. The applications of 
the Boston and Philadelphia Stock Ex- 
changes involve slightly different prob- 
lems from those raised by the applica- 
tion of the Pittsburgh Stock Exchange 
but the approach to all of these appli- 
cations was similar. Consequently, this 
study will emphasize the procedure and 
findings regarding the application of 
the Pittsburgh Stock Exchange, supple- 
mented by additional data from the 
hearings on the two other applications. 

The commission’s procedure in re- 
viewing these applications has been first 
to study the rules and regulations of 
the applicant exchange so far as they 
pertain to mechanics of unlisted trad- 
ing. If the trading regulations are 
considered satisfactory from the stand- 
point of public interest then evidence 
is considered to determine the distribu- 
tion and trading activity of particular 
issues. The first part of the hearings, 
the study of mechanics of trading, and 
the principles involved, is of interest 


here. This study is made on the basis 
of types of unlisted trading requested 
in the application of an exchange. 


A. ODD-LOT TRADING IN STOCKS 


The mechanics of odd-lot trading on 
the Pittsburgh Stock Exchange were 
found to be such that in the event the 
unlisted privileges were granted, this 
trading would be “. . . mechanically 
geared to the round-lot trading in these 
securities upon the primary exchange.” 
This was due to the regulations in ef- 
fect and to the fact that such odd-lot 
trading is not expected to create an in- 
dependent market for these issues on 
this exchange. Instead, the situation is 
that of a secondary market trading at 
prices established on the primary ex- 
change and over which the secondary 
market has: little control. From the 
customers’ standpoint, these regulations, 
and similar regulations on other ex- 
changes, represent attempts by second- 
ary departments to offer to customers 
approximately as favorable prices as 
the customers would receive or pay by 
trading directly on the primary ex- 
changes.?° 

8 For data of distribution and trading 
activity for issues covered by these appli- 
cations see Securities Exchange Act Re- 
leases Nos. 1139, 1298, 1312. 

9 Securities Exchange Act Release No. 
1139, p. 4. This is due to the dependence 
of odd-lot trading on the Pittsburgh Stock 
Exchange on round-lot trading on the New 
York Stock or Curb Exchanges. A market 
order on the Pittsburgh Stock Exchange is 
executed, after an interval of three minutes, 
“at the price of the first round-lot transac- 
tion in such stock reported on the primary 
exchange subsequent to that time, plus or 
minus the odd-lot differential.” A limited 
order is executed “on the first round-lot 
transaction in such stock at the limit price 
reported on the primary exchange after the 
lapse of three minutes, plus or minus the 
odd-lot differential.” Ibid., p. 3. The three 
minute interval represents the approximate 
time elapsing between the execution of & 
round-lot order on the primary exchange 
and the reporting of that transaction on the 
ticker in the secondary exchange. Whenever 
the ticker of the primary market is late, the 
lag is added to the three-minute interval. 

10 See Securities Exchange Release No. 
1298, p. 5. 
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The odd-lot trading requested in the 
Pittsburgh Stock Exchange’s applica- 
tion did not represent an attempt to 
create an independent market in these 
issues. Consequently, the commission 
considered the application from the 
standpoints of numbers of investors af- 
fected and “the importance of the trad- 
ing sought to the existence or efficiency 
of the applicant exchange.” 

The existence of odd-lot trading on 
the applicant exchange offered to Pitts- 
burgh traders the advantage of more 
prompt execution than was possible 
through the listing exchanges.’? It was 
held that unlisted trading, principally 
in odd-lots, represented a substantial 
part of the business of this exchange, 
and this exchange could not survive if 
limited to trading in listed securities.'* 
The commission reaffirmed its opinion 
that “The existence of . . . local ex- 
change facilities for local issues is, in 
our judgment, desirable in the public 
interest . . .” and added “. . . particu- 
larly when local issuers and security 
holders have enjoyed the benefit of such 
facilities for many years.”!* 

On the basis of this study of trading 
methods the commission decided that 
that part of the application relating to 
issues listed on the New York Stock 
and Curb Exchanges, which met trading 
and distribution tests, should be ap- 
proved. The issue listed on the Phila- 

11 Securities Exchange Act Release No. 
1139, p. 4. 

12 Similar findings were reported regard- 
ing odd-lot trading on the Boston Stock 
Exchange (Securities Exchange Act Release 
No. 1298, p. 7), and for the Philadelphia 
Stock Exchange (Securities Exchange Act 
Release No. 1312, p. 3). 


13 For the Boston Stock Exchange, un- 
listed trading accounts for more than half 
of the total trading. “At present, the ap- 
plicant exchange is operating at a net loss, 
and is maintaining itself out of accumu- 
lated surplus. The possibility of expan- 
sion in its unlisted trading is therefore of 
acute importance to the applicant.” Secu- 
tities Exchange Act Release No. 1298, p. 
7. The importance of unlisted trading to 
the Philadelphia Stock Exchange was like- 
wise stressed. See Securities Exchange Act 
Release No, 1312, p. 3. 


\4 Securities Exchange Act Release No. 
1139, p. 5. 
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delphia Stock Exchange was not in- 
cluded because of lack of information 
as to trading methods. 


B. ROUND-LOT TRADING IN STOCKS 


The Pittsburgh Stock Exchange main- 
tains an independent market for un- 
listed round-lot trading in stocks listed 
on the New York Stock and Curb Ex- 
changes. The trading methods of the 
Pittsburgh Stock Exchange assures its 
customers the most favorable market, 
in Pittsburgh or New York City, so that 
customers cannot lose through trading 
in Pittsburgh as compared with New 
York City. This type of trading con- 
stitutes but a small part of the total 
unlisted trading on the Pittsburgh Stock 
Exchange. 

The opinion of the commission was 
that if applications for issues of this 
classification satisfactorily met trading 
and distribution tests, such applications 
should be granted in the public inter- 
est and for the protection of investors. 

The requests for round-lot privileges 
included in the applications of the Bos- 
ton and Philadelphia Stock Exchanges 
were not so favorably regarded. The 
requests of the Philadelphia Stock Ex- 
change for round-lot privileges were 
disposed of on the ground that the prac- 
tices of this exchange, depending on 
custom rather than rules, were not con- 
sistent. “The actual method of execu- 
tion varies so much from case to case 
as to leave some doubt whether there 
is any dominant pattern.” Round-lot 
trading privileges were denied as not 
being necessary or appropriate in the 
public interest. 

The question of round-lot trading’ 
on the Boston Stock Exchange was given 
more attention, and the theories of ex- 
change markets were stated more fully 
in connection with this application, than 
in either of the other two applications. 
The practice on this exchange is sub- 
ject to some variations but, generally, 
is as follows. A round-lot order is 
offered by the broker receiving it to 


15 The practice in round-lot trading on 
this exchange depends on “settled custom” 
rather than definite rules. 
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the odd-lot dealer in that security. The 
odd-lot dealer may elect to accept or 
reject the offer and if he rejects the 
offer the broker immediately transmits 
it to the primary exchange. If the odd- 
lot dealer accepts a market order he 
“ordinarily executes it at the price of 
the first round-lot transaction in the 
stock reported on the ticker of the pri- 
mary exchange after the three minute 
interval.”'® Limited round-lot orders 
may be executed “on the first transac- 
tion at the limit (or more favorable) 
price reported on the primary exchange 
after the three minute interval.”!" Cer- 
tain special arrangements are permitted 
as to time, size of orders and other 
factors. 

The commission rejected the requests 
for round-lot trading included in the 
application of the Boston Stock Ex- 
change because of the results to the pri- 
mary exchanges that would follow from 
such trading. The distinction is drawn 
between a secondary market in odd-lots 
and a secondary market in round-lots, 
where both are geared to a primary ex- 
change. The prices of the odd-lots, 
whether initially transacted on the sec- 
ondary market, or indirectly transacted 
on the primary market, would be ef- 
fected at prices determined on the pri- 
mary exchange. Round-lot trading, on 
the other hand, would, in the absence 
of secondary markets, be transacted on 
the primary exchange and would “be 
an integral factor in the operation of 
the primary round-lot market.” If 
round-lot trading on secondary markets 
is permitted, it is the commission’s con- 
tention that the judgments of buyers 
and sellers trading on such secondary 
markets would have little influence in 
determining the prices on the primary 
markets. The transactions on the sec- 
ondary markets would be “practically 
sterilized.” 

The commission advanced the opin- 
ion that “if an exchange maintains a 
bona fide independent secondary mar- 
ket in a security, supported by adequate 


—— 


16 Securities Exchange Act Release No. 
1298, p. 5. 


17 Ibid., p. 6. 
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distribution and adequate public trad- 
ing activity in the vicinity of such ex- 
change, the round-lot trading thereon 
will determine the price on such ex- 
change, and through the force of com- 
petition and the mechanism of ar- 
bitrage, will have a bearing upon the 
price on the primary exchange.” The 
commission expressed a willingness to 
consider an application by the Boston 
Stock Exchange to establish a market 
of this type but denied the application 
for round-lot trading as made. 


The essential characteristics of an in- 
dependent secondary market have not 
been clearly stated, although the Phila- 
delphia Stock Exchange'® is said to 
have an independent market for un- 
listed round-lot trading in issues listed 
on the New York Curb and Stock Ex- 
changes. The terms “independent” 
and “secondary” seem contradictory. 
For most of our unlisted departments, 
the situation is probably well summar- 
ized in the following statement: “In 
any case in which an applicant ex- 
change might seek to establish a mar- 
ket for round-lot trading in a security 
which would be mechanically geared 
to the round-lot trading in such secu- 
rity on the primary exchange, a strong 
presumption would exist against the 
necessity or appropriateness in the pub- 
lic interest or for the protection of in- 
vestors of the establishment of such a 
market. In exceptional cases, there 
might be special circumstances tending 
to rebut this presumption.’® 


The findings regarding 


round-lot 
trading, based on these three applica- 
tions, may be summarized as follows: 


18“If an exchange seeks to establish an 
independent market in a security, it must 
show the existence of sufficient public dis- 
tribution thereof and of sufficient public 
trading activity therein in the vicinity of 
the exchange to give assurance that a mar- 
kee therein on the exchange will be a true 
market—not necessarily the best market, 
but a real market, entitled to enter into 
fair and open competition with other bona 
fide markets.” Securities Exchange Release 
No, 1139, p. 4. 


19 Securities Exchange Release No. 1298, 
p- 9. 
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1. Round-lot trading is relatively un- 
important on the Pittsburgh Stock 
Exchange, but this exchange maintains 
an independent market for round-lot 
trading. Investors secure the most 
favorable price on the primary or sec- 
ondary market, and this type of trading 
was accepted in principle for issues 
listed on the New York Curb and Stock 
Exchanges. 

2. The rules and procedure govern- 
ing round-lot trading on the Philadel- 
phia Stock Exchange are not sufficiently 
settled to make such trading in the pub- 
lic interest, and round-lot trading was 
denied in principle. 

3. Round-lot trading on the Boston 
Stock Exchange is geared to round-lot 
trading on primary exchanges with an 
effect on the primary exchanges similar 
to that of odd-lot transactions. This re- 
sults in sterilizing round-lot transactions 
on the Boston Stock Exchange and 
round-lot trading on this exchange was 
denied in principle. 

It is undoubtedly true that “securities 
markets are designed to reflect, so far 
as possible, the individual judgments 
of value of all buyers and sellers of 
securities; the market price should 
represent, so far as possible, the sum- 
mation of these judgments.”*° Both 
odd-lot and round-lot dealings on sec- 
ondary markets which are geared to 
primary markets will have some in- 
fluence on the primary markets, since 
balancing purchases and sales will be 
made on the primary round-lot mar- 
kets. The distinction which the com- 
mission seems to draw regarding round- 
lots is that an independent secondary 
market arbitrages against the primary 
market and this is acceptable while a 
dependent secondary market arbitrages 
against the primary market and this is 
not acceptable. The commission states 
that the decision regarding the Boston 
Stock Exchange’s application is not to 
imply “that all round-lot transactions 
in a security ought to be concentrated 
in a single national market.” However, 
that would seem to be the logical result 
of the decision in the Boston Stock Ex- 
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change case but not in the Pittsburgh 
case. Round-lot trading on either ex- 
change would obviously detract from 
the volume that would, presumably, 
have been transacted on the primary 
exchange except for the existence of 
secondary markets. 


C. BOND TRADING 


At the time of the hearings on the 
application of the Pittsburgh Stock Ex- 
change there were no unlisted bonds 
traded on this exchange. The testimony 
presented related to listed bonds and 
indicated that bond trading represented 
only a relatively small part of the ap- 
plicant exchange’s business. The opinion 
of the commission was that “. . . only 
the existence’ of exceptional circum- 
stances could warrant a finding that 
the extension of unlisted trading privi- 
leges to these bonds by the applicant 
exchange would be necessary or appro- 
priate in the public interest or for the 
protection of investors.” The evidence 
presented did not disclose exceptional 


circumstances and that part of the ap- 
plication pertaining to unlisted bond 
trading was denied. 


Ill. CONCLUSION 


In the light of these findings it is 
apparent that an applicant exchange 
must do more than prove adequacy of 
distribution and trading activity for a 
particular issue. One of the points 
considered by the commission in these 
cases was the importance of particular 
types of trading to the applicant ex- 
changes. The fact that this problem 
was considered raises other questions. 
In what way is the volume of a par- 
ticular type of trading in the public in- 
terest? Is odd-lot trading on the Bos- 
ton and Pittsburgh Stock Exchanges in 
the public interest because it constitutes 
a large part of the trading on these 
exchanges or because local investors 
can secure more prompt execution on 
these exchanges than on the listing ex- 
changes? The testimony presented 
concerning round-lot trading on the 
Pittsburgh Stock Exchange failed to em- 
phasize any particular advantages for 
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local investors trading on this ex- 
change. Round-lot trading is unim- 
portant for this exchange. In what way 
is the public benefited through the ex- 
tension of round-lot privileges to this 
exchange? 

The procedure of the commission as 
outlined was to draft principles for dif- 
ferent types of trading. Considerations 
involved were: the mechanics of trading 
on the applicant exchange, and the im- 
portance of types of trading to the ap- 
plicant exchange. Apparently, the in- 
tention of the commission is to decide 
whether or not the mechanics of trading 
afford sufficient protection to the public 
to warrant the extension of certain 
types of trading and if this is found 
satisfactory, then issues are considered 
on their merits from the standpoint of 
trading and distribution. It is not clear 
as to which of these considerations in- 
cludes, or is influenced by, the im- 
portance of unlisted trading to an ap- 
plicant exchange. 


“WATER” YOU GONNA “DEW” IN 
A CASE LIKE THIS? 


ABOUT two weeks ago, the basement of 
the Irvington National Bank was 
flooded with two inches of water, caused 
by a leaky boiler feed pipe. Now a 
bank’s assets should be “liquid,” but 
not the cellar. Although the book- 
keepers had to use the bank “float” to 
get their hats, poor “buoys,”—no dam- 
age was done, so the flood was kept 
secret—but it leaked out. Just after 
the above episode, the bank received a 
draft from a New York concern drawn 
on a local merchant, payable at the 
Irvington National Bank, Irvington 
Creek, New Jersey—‘canoe” beat it? 


TILL THE WELL RUNS DRY 


EVIDENTLY the farmers are going to be 
taken care of as long as there is money 
in the Federal Treasury to do it.—Na- 
tional City Bank (N. Y.) Letter. 





FINANCIAL SITUATION ABROAD 
A Monthly Survey 


General Conditions | 


AR and rumors of war continue 

to perturb the international 

scene. Actual conflicts are thus 
far confined to the contending forces 
in Spain and those of Japan and Italy. 
The warlike rumors pervade the lead- 
ing capitals of Europe, the latest ten- 
sion having been created by submarine 
activities in the Mediterranean. In the 
controversy that has arisen out of these 
attacks, and the diplomatic efforts to 
effect a peaceful adjustment, Great 
Britain, France and Russia are lined 
up on one side and Germany and Italy 
on the other. There have been so many 
conferences and so much employment 
of threatening language, that it may be 
safe to accept the adage that the bark- 
ing dog does not bite. But as some of 
the objurgations resemble a growl, this 
saying may not apply. 


Great Britain 


FRomM its own internal economic situa- 
tion, and relation to the Dominions and 
Colonies, this country remains not only 
tranquil but prosperous, making steady 
gains in production and trade with a 
corresponding diminution of unem- 
ployment. But having far-flung inter- 
ests, and in rather close neighborhood 


to European countries less peacefully 
disposed, Great Britain has found itself 
obliged to enact the réle of peacemaker. 
And though high authority has pro- 
nounced blessings on those thus en- 
gaged, the beneficent results seem not 
to have been realized thus far. On the 
contrary, the blows which the antago- 
nists were directing toward each other 
have been diverted, in some instances, 
in the direction of the peacemaker. 
But every blow thus misdirected has 
only caused British statesmen to re- 
double their efforts in behalf of peace. 
This attitude has a double aspect. 
British statesmen, like those of all en- 
lightened countries, are resolutely op- 
posed to war, and will go to almost any 
lengths to avoid it. But there is an 
added reason for their present pacific 
attitude—their country is not ready for 
war. This lack is being supplied by 
a supreme effort to remedy the de- 
ficiency. Which fact cannot be fairly 
interpreted as indicating that Great 
Britain is preparing for an aggressive 
war. The preparation implies that the 
country must be ready to defend itself, 
or to play an adequate part in a con- 
flict in which it may be forced to take 
part. Implicit in the rearmament 
policy is something else: once ade- 
quately prepared it is inconceivable 
that Great Britain will adopt the tol- 
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erant attitude toward events which have 
in recent years been allowed to pass 
with mere verbal protests. .This would 
make for peace, for the belligerent na- 
tions would think twice in engaging in 
their, high-handed proceedings if they 
knew, when Great Britain said “stop,” 
she was thoroughly prepared to make 
her demand effective. 

With the revolution in Spain, the war 
between Japan and China, and the hos- 
tile alignment of some of the Conti- 
nental powers, Great Britain, in essaying 
the réle of peacemaker, finds the situa- 
tion one of extreme difficulty, but the 
problems are being faced with courage 
and wisdom, and the inflexibility of 
purpose consistent with British tradi- 
tions. 


Export trade is increasing, and un- 
employment figures at a recent date were 
the lowest since December, 1929, pro- 
duction and trade are increasing, and 
shipping, as shown by the low figures 
of idle tonnage, is returning to former 
prosperous conditions. Stock Exchange 
transactions have of late been of such 
volume as to indicate confidence in the 
situation, although the international 
political crisis has been a disturbing 
influence. 


What England and Wales have done 
to solve their housing problems is 
learned from the August issue of Jn- 
dustrial Britain. It says: 

Some twelve million people, or about 30 


per cent. of the population of England 
and Wales, have moved into newly built 
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homes since the end of the Great War. The 
number of houses built since that time is 
now approaching three and a half million. 
In the year ending March 31 last a record 
number of 346,000 houses was built, com- 
pared with 325,000 in 1935-36 and 329,000 
in 1934-35. More than four houses out of 
évery five were built by private enterprise, 
and the remainder by local authorities, 
though the tendency has been for the pro- 
portion built by local authorities to increase 
of late. 


“Will Prosperity Last?” asks The 
Economist in its issue of August 28. 
“This,” it says, “is indeed the high 
summer of our prosperity. But summer 
leads to autumn, and autumn to win- 
ter. How long shall we have to wait 
for the first frosts? Are these summer 
months of 1937, like those of 1929, a 
peak from which the descent will be 
both steep and immediate? Or are we 
still climbing upwards to one, or two, 
more years of prosperity?” After 
weighing the favorable and unfavorable 
factors in the situation, the conclusion 
is reached “that, even in the_ worst 
eventuality, there is no new economic 
blizzard in the offing. But the outlook 
is unsettled, and it would be the course, 
of wisdom to make preparation now be- 
fore the clouds darken.” 


France 


ConDITIONs in France are showing some 
improvement. Higher taxes and econ- 
omies have placed the treasury in a 
more comfortable position, and rentes 
have recently shown a substantial ad- 
vance. A policy of stimulating produc-, 
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tion and trade has been inaugurated, 
which will be assisted by a recent re- 
duction in the discount rate of the Bank 
of France. The position of the franc 
was temporarily helped by a large in- 
flux of tourists and by interest pay- 
ments from abroad. But nevertheless 
its value, on September 9, fell to the 
lowest point in ten years. 

While of late the surplus of imports 
has shown a declining tendency, this 
surplus is still larger than can be con- 
templated with satisfaction. This year, 
in contrast with last, unemployment is 
declining. 

France has lately taken the step of 
uniting all its principal railways in a 
single system, controlled by a holding 
company of which the government holds 
51 per cent. It is hoped by this means 
to improve the financial status of the 
lines taken over. 


Germany 


From “Germany’s Economic Develop- 
ment During the First Half of the Year 
1937,” as reported and published by 
the Reichs-Kredit-Gesellschaft Aktien- 
gesellschaft, it is learned that the in- 
crease of production and employment 
has continued during the first half of 
1937. The output of German industry 
for the first three months was 13.5 per 
cent. higher than for the like period of 
1936 and about 10 per cent. higher 
than the most favorable comparable 
period of the boom year, 1928. Un- 
employment at the end of May of this 
year was far below the point for any 
May during the last twelve years. Since 
1934, when foreign trade fell to a low 


point owing to world depression and 
foreign exchange difficulties, the value 
of exports rose up till 1936 by about 
600 million Reichsmarks, or 14.4 per 
cent. (In volume terms the increase 
is substantially greater since during this 
period export prices steadily fell.) The 
current year, 1937, has -witnessed a 
further marked improvement; export 
values during the first five months of 
the year were once more 19 per cent. 
higher than in the corresponding period 
of the previous year. In the case of 
imports, which owing to foreign ex- 
change difficulties had necessarily been 
progressively reduced during previous 
years, a substantial revival is now at 
last taking place. 

Dealing with the credit markets, the 
report says that liquid credit condi- 
tions, increased bill circulation, sharp 
competition among the banks for com- 
mercial, special, and one-name bills, 
low money rates, falling yields on long- 
term securities, huge new public loans 
taken up with astonishing rapidity— 
these are the characteristics of the pres- 
ent credit situation in Germany. They 
are the more remarkable in that during 
the last three years (1934 to 1936) sub- 
stantial new constructional work has 
been carried through, amounting in 
value to a total of over 33,000 million 
Reichsmarks (15,000 million Reichs- 
marks -new constructions and 18,000 
million Reichsmarks replacements) and 
has, of course, required and tied up a 
corresponding volume of long-term cap- 
ital resources. The question arises once 
more, then, where these resources have 


been found (and continue to be found), 
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and how money continues to be so 
cheap. 

The answer lies in the deliberate em- 
ployment of the economic resources 
available to the community, the applica- 
tion of all available reserves and the 
use and assistance of the instrument of 


credit. 


The task was to give a new impetus 
to a community already adequately 
supplied with real capital. This the 
government did with its growing 
schemes of public works. These re- 
quired large liquid resources for the 
securing of which, in the absence of 
available long-term capital, the govern- 
ment had to resort to temporary short- 
term finance. The instruments em- 
ployed were the forms of credit ap- 
propriate to the money market—viz., 
bills of all kinds. Easier money rates 
were brought about to no small extent 
by the Reichsbank itself, which em- 
ployed three main devices for this end: 


1. It granted the right of rediscount 
to the various “special” bills, thus giv- 
ing them that guarantee of liquidity 
which is so indispensable for the com- 
mercial banks. 


2. Increasing employment and work- 
ers’ incomes required an expansion in 
the volume of notes and coins. As the 
Reichsbank increased its holdings of 
rediscounted bills, so it met and satis- 
fied the rising demand for cash. Coins 
and notes in circulation totaled 6830 
million Reichsmarks at the end of May, 
1937, and were thus 135] million 
Reichsmarks higher than at the end of 
May, 1933. (This monetary increase 
amounted, however, to no more than 
about 25 per cent., whereas the increase 
in wages and in retail sales during the 
same period was about 35 per cent.) 


3. At the same time the increased 
provision of credit both by the Reichs- 
bank itself and by its subsidiaries 
(which it drew with it into the process 
of assisting recovery) provided the es- 
sential impetus required to reactivate 
the commercial banks. In all banking 
systems which rest upon one central 
reserve bank, the latter being the ulti- 
mate source of the liquidity of the sys- 
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tem as a whole, increased lending on 
the part of the central bank brings about 
an easing of money market conditions 
and so leads, in due course, to increased 
activity throughout the banking system. 
This process is to be seen in Germany, 
following upon the active discount 
policy of the Reichsbank already in- 
dicated; it is paralleled by the active 
credit policy of the Bank of England 
since 1931 and by the open-market 
policy of the Federal Reserve banks in 
America between 1932 and 1935. 

The foregoing picture relating to eco- 
nomic conditions in Germany are from 
a German source. Reports from other 
sources are of a less favorable char- 
acter. They indicate that much of the 
apparent prosperity existing in that 
country is due to the increase of mili- 
tary preparations and the huge outlays 
by the government in promoting public 
works. These reports also refer to a 
shortage of raw materials in the coun- 
try and a growing scarcity of food. In 
recent weeks there have been rumors of 
the early retirement of Dr. Schacht from 
the prominent place he has oceupied in 
directing economic policies, and also 
his relinquishment of his post as head 
the Reichsbank. 


Italy 


At the end of the half-year the deficit 
in the country’s foreign trade stood at 
1820.2 million lire against 735.8 at the 
corresponding period of 1936. 

These figures are inclusive of trade 
with Italian colonies from which dur- 
ing the first six months of 1937 im- 
ports stood at 135.3 million lire (71.6 
million in 1936) and exports at 1474.2 
million (868.0 million in 1936). 


Denmark 


ToTAL exports of agricultural products 
for the first half of 1937 were of the 
value of 40,000,000 Kr., or 40,000 Kr. 
more than for the same period of 1936. 
Imports of raw materials for the first 
six months of this year were increased 
by 52,000,000 Kr., the result being an 
excess of exports to the value of 381,- 
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000,000 Kr., against 393,000,000 Kr. 
for the first half of 1936. 


Japan 


THE conflict with China has called for 
extraordinary financial measures, such 
as revaluation of the yen—a reduction 
by about 10 per cent.—and increased 
taxes amounting to 300,000,000 yen. 
Commenting on the situation, The 
Oriental Economist observes that the 
1937 budget estimate as originally 
adopted by the Diet and without any 
additional appropriations was large 
enough to set a precedent for this coun- 
try, but the development of the unex- 
pected crisis has made further budget 
expansion inevitable. It also says that 
state obligations to be issued during 
the 1937 fiscal period may far surpass 
those issued in any previous financial 
year, and it may tax the brains of the 
government authorities how to have 
them properly assimilated by the in- 
vesting public. 


Sweden 


THE Svenska Handelsbanken reports 
that the value of imports for the period 
January-July this year is 1,183.8 mil- 
lion kr., as against 888.1 million kr. 
last year, and that of exports 1,029.9 
million kr., as against 788.7 million. 
The import surplus, which was slightly 
reduced during July, amounts for the 
first seven months of the year to 153.9 
million kr., as compared with 99.4 
million for the same period of 1936. 


Finland 


THE Quarterly Review of Nordiska 
Foreningsbanken in its August issue 
deals with Finland’s foreign indebted- 
ness. It says that as regards the long- 
term indebtedness in the form of bond 
loans in foreign currency the outstand- 
ing amount was calculated at the be- 
ginning of this year at about 4,670 
million marks, of which slightly over 
2,000 millions consisted of bank bonds, 
about 1,700 millions of state bonds and 
about 850 millions of bonds issued by 
municipalities. During this year this 
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sum has been reduced by about 250 
million marks by means of amortiza- 
tion and lower rates of exchange. The 
principal items in the amount include 
the amortization of the state 4 per cent. 
dollar loan of 1935, the redemption of 
Nordiska Aktiebanken’s two 4 per cent. 
loans of 1897 and 1898 and the lower- 
ing of the exchange rate for the franc 
loan of the Central Bank for Codpera- 
tive Agricultural Credit Societies. Ac- 
cordingly at the end of the half-year 
the total outstanding amount of bond 
loans represented about 4,420 million 
marks. A considerable part of this 
amount was, however, held in Finland. 


Finnish holdings of bonds in foreign 


currency were estimated at the begin- 
ning of the year at a total of 900 million 
marks. During the past six months this 
total was reduced, among other things, 
by the amortization of the state dollar 
loan and the redemption of the two bank 
loans referred to, but was increased to 
almost the same extent by the repatria- 
tion of franc bonds of the Central Bank 
for Codperative Agricultural Credit So- 
cieties and state sterling bonds of the 
year 1909. Consequently bonds in 
foreign currency were only held abroad 
to a value of approximately 3,550 mil- 
lion marks at the end of the half-year. 
If we add bonds in Finnish currency 
held abroad, principally in Sweden, to 
a value of 150 million marks, the final 
amount of the long-term foreign in- 
debtedness is 3,700 million marks as 
against 3,900 at the beginning of the 
year. 


Mexico 
ConpiTIONs in Mexico are slightly less 


favorable. As stated by the National 
Bank of Mexico, “The elements of pros- 
perity are much weaker, although they 
are yet present.” This reversal of the 
exceptional prosperity prevailing in 
Mexico for some time is due to rumors 
of radical legislation, to controversies 
with the petroleum industry, and to the 
propensity of prices to rise more rapidly 
than the ability of buyers to meet the 
advance. But construction activity re- 
mains at a high point, and the public 
revenues are at record figures. 
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INTERNATIONAL BANKING NOTES 


THE QUEENSLAND NATIONAL BANK 
Limitep.—For the half-year ended 
June 30, 1937, net profits were £74,- 
820 3s. 8d., to which was to be added 
£19,935 18s. 7d. brought forward from 
last report. This sum was used in pay- 
ing one dividend at the rate of 4 per 
cent. and another at 414 per cent., leav- 
ing £20,381 to be carried forward. 
Total deposits of the bank are up by 
£464,726 and advances by £209,678. 


IMPERIAL BANK OF INDIA.—Net profits 
of this institution for the year ended 
June 30, 1937, were 1,04,05,502 rupees, 
out of which a dividend was paid at 
the rate of 12 per cent. per annum. 
After making allocations to the pension 
fund and premises account, 30,15,102 
rupees were carried forward. 
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Rocer W. Basson, American economist, 
and Mrs. Babson, sailed September 29 
on the Berengaria of the Cunard White 
Star Line for a two-month trip in 
Europe. . 
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NEW YORK 


SOME THINGS TO REMEMBER 


DEALING with “The Economic Outlook 
of Germany,” in Lloyds Bank Limited 
Monthly Review, Alwyn Parker ad- 
dresses these reminders to a distracted 
world: 


To appropriate to one nation or system 
a monopoly of all the most rudimentary 
virtues, and to label others with a cata- 
logue of all the shortcomings incident to 
human nature, may be excellent propa- 
ganda; but it is not conducive to a decision 
of the essential problem, which is the wel- 
fare of humanity as a whole. 


Of one thing we may be assured: unless 
we all turn away from this keen and 
copious contention, unless we all cease to 
force the note of controversy and can re- 
vert to some reliable method of plumbing 
the needs and gauging the conduct of our 
neighbors, we all shall head for fresh con- 
flict and impoverishment and for crystalliza- 
tions that may prove fatal. Descartes said 
that a man can more easily burn down his 
own house than get rid of his prejudices, 
but if we do not give a quietus to blister- 
ing tongues the holocaust of the second 
World War may be that of the heritage 
of western civilization, with its art 
learning and spontaneity. | 
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community it serves — the Bank of Montreal 
provides American banks and trust companies 
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Current Conditions in Canada 


HE Monthly Letter of the Bank of 

Montreal dated September 23 com- 

ments on the Canadian situation as 
follows: 


The beginning of autumn finds business 
conditions relatively stable and satisfactory, 
although the security markets have been 
unsettled. While it now seems established 
that the wheat.crop of the Prairie Prov- 
inces, officially estimated at 164,000,000 
bushels, will be the smallest since 1914, 
the field crops in most other sections of 
the country, as well as special crops like 
tobacco and fruit, are up to the average 
and above it in some places. As prices for 
farm products remain satisfactory, the ag- 
gregate farming income for 1937 should be 
higher than for 1936. 


The great majority of the economic ac- 
tivities of Canada were conducted in August 
at a higher level than in August of last 
year, and reports from all over the Do- 
minion mostly depict retail trade as quite 
Satisfactory. Since the year began, the pur- 
chasing power of the public has been aug- 
mented both by wage increases in many 
industries and by additions to dividends. 
In August the dividends paid by Canadian 
corporations totaled $4,584,939 as compared 


with $3,580,447 in August, 1936, a gain of 
a million dollars or nearly 27 per cent. 

For the manufacturing industry the gen- 
eral outlook has been improved by the 
settlement of a number of strikes and the 
removal of the fear of widespread indus- 
trial troubles. The “heavy” industries con- 
tinue to enjoy their best year since 1929 
and in some lines have outstripped their 
scale of operations in that year. As a re- 
sult, more than one plant which had been 
shut down for years is being restarted 
and the same sort of development is visible 
in the pulp and paper industry, mills at 
Chandler in Gaspe and elsewhere having 
been reopened after years of idleness. The 
packing plants are busy and the textile 
mills are trying to recover the ground 
which they lost through strikes. On the 
Pacific Coast there has been a large catch 
of halibut but the fishermen on the Atlantic 
Coast are still for the most part in diffi- 
cult straits through lack of profitable mar- 
kets. 

Encouraging as the outlook may be for 
autumn and winter business, any appraise- 
ment of it must take account of the ex- 
treme delicacy of the international situation. 
Meanwhile, the war in the Far East is help- 
ing certain lines of export trade, such as 
in minerals used for munitions, but it is 
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hurting shipping and other forms of busi- 
ness on the Pacific Coast. 

The external trade of the Dominion 
crossed the billion dollar mark during the 
seven months period ending July, and 
reached a value of $1,078,762,000, a gain 
of nearly 26 per cent. compared with 1936, 
imports being up 30.3 per cent. at $452,- 
812,000 and exports 23 per cent. at $625,- 
950,000, notwithstanding a very much lighter 
outward movement of wheat. Improved 
conditions were also reflected, though mod- 
erately, in the business of the railways 
during the seven months, carloadings ris- 
ing 8.3 per cent. As was to be expected, 
so general a business advance produced a 
higher level of employment in the eight 
months, the index of manufacturing em- 
ployment averaging a gain cf 10.2 per cent. 
and the mining industry a gain of 13.7 per 
cent. Employment in manufacturing plants, 
apart from relief measures, has been in- 
creasing consistently since the low point 
of the depression was passed in the early 
part of 1933. The trade trends during the 
twelve months ending July 31 have also 
shown improvement. Imports from Empire 
countries have risen from $182,896,000 to 
$215,099,000 and domestic exports from 
$444,468,000 to $512,799,000, the advances 
being 17.6 per cent. and 15.4 per cent. The 
value of imports from foreign countries 
rose from $406,258,000 to $525,278,000, an 
increase of 29.3 per cent., and domestic ex- 
ports from $474,283,000 to $615,708,000, an 
increase of 29.8 per cent. 

August and September to date have 
shown no interruption of the progress pre- 
viously recorded. In August there was an 
improvement of approximately 2.4 per cent. 
in combined gross railway earnings over 
1936, while, for the week of September 4, 
carloadings increased from 57,245 to 60,861 
and were 9.4 per cent. higher than in the 
corresponding week of last year. 

The revised Canada-United Kingdom 
trade agreement replacing that of 1932 be- 
came effective September 1, a date agreed 
upon between the governments of the two 
countries. The new agreement is to remain 
in force until August, 1940. It provides 
for a large number of reductions in the 
Canadian customs tariff under the British 
preference, while Canadian exports are 
guaranteed preferences or free entry cov- 
ering an extensive list of foodstuffs and 
manufactured commodities. 

The Federal revenues continue to show 
remarkable buoyancy. For August their 
total yield was $38,779,000 as compared 
with $32,475,000 in August, 1936, a gain of 
6} million dollars, and expenditures for 
the month, totaling $34,688,000 as com- 
pared with $32,115,000, were up by roughly 
2} million dollars. For the first five months 
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of the current fiscal year the total revenue 
receipts have been $243,882,000 as compared 
with $201,616,000, a gain of 20 per cent., 
and as total expenditures for this period 
at $196,437,000 were down by 1} million 
dollars there has already, before half the 
fiscal year is run, been an improvement of 
about 44 million dollars in the budgetary 
position of the Federal Government. 

The statement of the chartered banks 
for the month of July reported a further 
expansion in current loans which rose 
$6,598,000 during the month and were ap- 
proximately $85,000,000 greater than on 
July 31, 1936. There was a moderate gain 
in notice deposits during the month as com- 
pared with June and a slight drop in de- 
mand deposits, though both figures for July 
were well above those of the corresponding 
month of last year. Holdings of govern- 
ment and other securities were a little lower 
during the month but continue at a high 
figure, namely, $1,431,232,000, or some $74,- 
000,000 above the total of July 31, 1936. 
Bank debits to individual accounts in 
August amounted to $2,612,000,000, as com- 
pared with $2,619,000,000 in August, 1936. 

In the foreign exchanges, sterling declined 
during the month from 4.99 to 4,94 13/16, 
later recovering to 4.96. French francs 
were weak and reached the lowest point 
in the past ten years at 3.37. The United 
States dollar has been steady, with quota- 
tions ranging from 1/64 of 1 per cent. dis- 
count to 1/32 of 1 per cent. premium. The 
bond market has reflected to some extent 
recent unsettlement in world markets. Quo- 
tations for high-grade bonds have not ma- 
terially altered but the prices for certain 
of the more speculative issues have drifted 
to lower levels. 
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URGES UNIFICATION OF ALL 
RAILROADS 


A SINGLE railroad system for the United 
States, as a “logical solution of the rail- 
roads’ difficulties” was recently publicly 
advocated by Carroll Miller, chairman 
of the Interstate Commerce Commission. 
“Such a national system,” he declared, 
“would result in a simple rate struc- 
ture, no differently rated territories, 
uniform tariff classifications, reduction 
of transportation waste to a minimum 
and many other manifest benefits.” Un- 
der such a plan he thought that secu- 
rity owners would ultimately be in 2 
better position. 





ADVERTISING AND PUBLIC RELATIONS 
Edited by Malcolm Davis 


Public Relations Clinic 


EYNOTING the twenty-second an- 
nual convention of the Financial 
Advertisers Association at Syra- 

cuse, N. Y., was a laboratory analysis 
of public psychology conducted by Dr. 
H. W. Hepner of Syracuse University. 

During September 13-16 some 300 
hundred financial advertisers from all 
parts of the United States and Canada 
kept “office hours” scrutinizing the 
mainsprings of human conduct and 
emotions. 

Supplementing the incisive psycho- 
logical analysis of mass reaction con- 
ducted by Dr. Hepner were noted 
speakers on subjects vital to financial 
advertising’s varied phases. 

The Hepner clinics and the general 
sessions in the morning were followed 
by informal afternoon discussions. 
Here advertising technicians in Trust 
Development, Investment, Commercial 
Development, Radio, Savings and Pub- 
licity gathered together in individual 
groups, whetting the edge of their own 
technical tools so as to further expand 
the scope of serviceable financial re- 
lations with the public. 


Cataloging Bank Employe 
Personality 


In discussing the characteristics of 
human behavior from the standpoint 
of evaluating bank employes in rela- 
tion to their business capabilities, Dr. 
Hepner distinguished three groups of 
personalities. 

The introverted individual is one 
who lives within himself. He is com- 
paratively unsocial, shys at making 
contacts with others, works best on 
matters requiring his own concentrated 
attention. Introverts, generally, are 
persons of thought. Office workers, 
clerks, stenographers, accountants, re- 


search engineers, scientists and the like 
tend toward introversion. 


Conversely, the extroverts express 
their emotional outlets in action and 
in seeking the society of others. Fore- 
men in shops, salesmen, athletes, society 
people and the like tend toward ex- 
troversion. 

Every person has_ characteristics 
typical of each group. Whether a per- 
sonality pattern better fits the intro- 
verted or the extroverted category de- 
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pends on which way the balance of 
personality traits falls. 

Key executives of industry incline to- 
ward ambi-version, or a middle posi- 
tion on the scale of introversion-extro- 
version. Such executives combine 
thought with action, the ability to 
work painstakingly over detail with the 
ability to meet people easily and guide 
other people’s thinking. 

Because bank work requires an ac- 
curacy in details, requires thinking 
rather than action, most bank employes 
tend toward introversion. An extro- 
vert would not fit the exaction of this 
kind of work as he would prefer phys- 
ical action and continuous social con- 
tact. Hence, for the type of work re- 
quired, the introverted individual makes 
the most capable bank employe in so 
far as the actual performance of duties 
is concerned. 


A Public Relations Problem 


Unfortunately, people coming into 
the bank judge the bank by the em- 
ployes they meet. The tone of voice and 


the manner of the employe can make— 
and keep making—either a favorable or 
unfavorable impression upon the bank’s 


customers. But introverted personality 
types can easily give offense as their at- 
titude is naturally unsocial and, unless 
trained, unfitted to deal with other 
people. 

Here, then, is a real problem. The 
best bank employes are introverts, with 
personality patterns suited to exacting 
clerical work. These patterns are very 
unsuitable in making favorable im- 
pressions on the public, and the bank 
is judged by the public’s contacts with 
its employes. 

The answer to the problem is in the 
proper training of the introvert type 
so it may acquire extrovert characteris- 
tics. An introvert can be trained to 
acquire extroverted characteristics much 
more readily than an extrovert can be 
trained to acquire the characteristics of 
an introvert. A properly trained in- 
trovert will be a thoroughly competent 
and satisfactory person to perform his 
duties and at the same time create a 
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favorable impression upon bank cus- 
tomers in his daily contacts with them. 


Employes Can Be Trained to Meet 
Public 


A start can be accomplished by any 
bank in this sort of training. Intro- 
verts have a hard time in making even 
small talk with people they .know and 
in judging another’s reactions to their 
own attitude. However, small, informal 
groups of bank employes may be 
formed and, under the guidance of the 
bank’s public relations director, be led 
into acquiring a degree of ease and 
confidence in talking over various sub- 
jects among themselves. 

But fussing around with other 
people’s personalities is a highly spe- 
cialized affair, as Dr. Hepner specifi- 
cally stressed. To carry on from the 
stage of informal discussions among 
themselves to the advanced stage where 
employes can adjust their own behavior 
to a pattern more pleasing to outsiders 
is a specialized art. It would be wise 
to seek the advice or services of some- 
one who has made a complete study 
of this phase of psychology. More- 
over, it would pay good dividends in 
the form of increased customer and 
community goodwill to secure the co- 
operation of a psychologist in a local 
school or college, or that of a com- 
petent man specializing as public re- 
lations counsel. 


What Is Public Opinion? 


In conducting his clinic on “Mold- 
ing Public Opinion,” Dr. Hepner was 
almost exclusively interested in uncov- 
ering the reactions of the majority of 
people to banks and to bankers, and in 
pointing out ways to deal with these 
reactions. 

His suggestions concerning employe 
personality types were made because 
some of the public comes into direct 
contact with bank employes. If a bank 
wishes to influence public opinion m 
its own community it must reach 
banking customers and _ non-banking 
customers. Employe training cat 
greatly aid in gaining customer g 
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will and is, therefore, of direct profit 
value. 

What, then, is the use of bothering 
with the far greater numbers of people 
who have no dealings whatsoever with 
banks? Simply that these people are 
the very persons responsible for bank- 
ing legislation because in the mass they 
control the voting. Gaining favor with 
them may be indirect, seemingly un- 
important, or a seeming impossibility. 
Indirect it may be. But it is extremely 
important if banks are to continue bunk- 
ing without being either hamstrung by 
still more complex, more unfavorable 
legislation, or taken over eventually by 
a government “of the people, by the 
people, and for the people.” Nor is it 
impossible to gain such good will if 
banks are properly managed, and their 
public relations handled with an en- 
lightened technique. 

Public opinion is not the opinion of 
the bank president, officers, board of 
directors and stockholders. Public 
opinion is partially what the bank’s 
own customers think of the bank. Pub- 
lic opinion is largely what non-banking 
customers think of banks and bankers. 
Public opinion is the opinion of every- 
body—rich, poor, young or old. Nation- 
ality, race, creed and the degree of busi- 
ness success have nothing to do with 
public opinion just so long as an in- 
dividual, regardless of who he may be, 
has any thoughts whatever on any sub- 
ject and can amalgamate those thoughts 
with the like thinking of a majority of 
other individuals. That is public opin- 
ion, be it favorable or unfavorable. 


Sampling Public Opinion 


It is a comparatively simple matter 
for any bank to take a little excursion 
into the thoughts regarding banks and 
bankers among the citizens of its own 
community. A thorough and complete 
research into such thoughts is a com- 
plex job and retaining a research or- 
ganization specializing in such work 
would probably be the only way to ac- 
quire a complete picture of such opin- 
ton. A great number of people would 
have to be interviewed by trained in- 
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terviewers and the statements of the re- 
spondents tabulated according to age, 
nationality, occupation and so on. 

But a random sampling of local pub- 
lic opinion may be ‘taken with com- 
parative ease. Such a sampling would 
not arrive at an entirely accurate pic- 
ture, but at least it would present a 
picture where none before existed. 

In August, 1937, Dr. Hepner made 
such a sampling among Syracuse citi- 
zens. The results were surprising and 
any bank doing a similar job will 
surely unearth results as surprising and 
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as enlightening as those secured by Dr. 
Hepner. 

This method is simple and certainly 
gets a response. It allows the inter- 
viewee to tell any or all ideas that 
occur to him when the stimulus words 
are given him. 

The statement used by Dr. Hepner in 
buttonholing people at random was 
the following: 


“T am going to ask you to think of 
two words. Will you kindly tell me or 
write for me any and all ideas or 
thoughts that occur to you when you 
think of the two words. Do not bother 
about trying to arrange your thoughts— 
just say whatever you happen to think 
about. The two words are ‘Banks’ and 
‘Bankers.’ ” 

This random sampling by Dr. Hep- 
ner of Syracuse inhabitants was done 
merely to prove his point that a more 
thorough sampling by banks in their 
own communities would be very much 
worthwhile. Dr. Hepner’s survey was 
not supposed to be comprehensive as 
about one-half of the respondents were 
college students—the other half from 
“the-man-on-the-street.” One hundred 
interviews were so made, which num- 
ber is too small to be significant. 


Results of Public Opinion Sampling 


The responses of Dr. Hepner’s one 


hundred interviewees were classified 
into three general groups. The per- 
centage favorable to banks and bank- 
ers was 54 per cent. The percentage 
unfavorable was 26 per cent. The per- 
centage that was mixed—i. e., contain- 
ing statements part favorable and part 
unfavorable, was 20 per cent. 

At his F. A. A. clinic, Dr. Hepner 
revealed 52 of such opinions. Space 
limitations prevent quoting here more 
than two in each group, but these may 
be considered typical of those groups. 

Favorable responses—which may be 
as surprising to the banker as the un- 
favorable—are typically: “Banks are 
the backbone of the nation. The vaults 
are safe for valuables. They are used 
for sending money to foreign coun- 
tries. Bankers are the most informed 
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business men.” Another favorable re- 
sponse was, “The banker seems to have 
a lot on his mind. He is always very 
busy. He seems a lot more concerned 


about his work than men in other busi- 
nesses.” 


Mixed responses are _ typically; 
“Banker—a shrewd but human indi- 
vidual. One who begins proceeding of 
foreclosure.” A second mixed response 
was, “I have always thought of the 
word ‘safety’ in connection with this, 
I question this since the crash of 1929, 
Now I wonder what their scruples 


are.” 


Unfavorable responses are typically: 
“I visualize bankers as being wealthy. 
I think of their physical appearance as 
being exceedingly corpulent. The big 
bankers’ enormous salaries make me 
wonder if a social revolution is far 
away.” -Another typical comment was, 
“Banker—a huge bulk of humanity 
with a diamond stickpin, cane and 
derby, and dressed in a blue suit. Bank 
—usually a building which looks like 
a county jail from the outside and a 
monkey cage on the inside.” 

We can’t pass over one unfavorable 
comment which was—well, interesting 
—even though it was not typical. Here 
it is: “Bankers, in my opinion are men 
who have immense salaries, beautiful 
cars and homes, and whose wives el 
tertain dukes and barons of tiny for- 
eign countries. Banks strike me as be- 
ing gigantic, thick-walled structures 
with many guards leaning against large 
round posts, half asleep.” 


How Many People View Bankers 


From the sampling of unfavorable 
comments, it becomes evident—believe 
it or not—that a great many people 
have the impression that the typical 
banker is exactly like the comic-strip 
banker. The comic-strip banker is 
corpulent—has lots of money—plays 
golf—works but litthke—is unscrupt- 
lous—owns fine houses and car 
many servants—enjoys the company of 
beautiful women—and circulates among 
high society. f 

The unfortunate part about all this 
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is that it may be true for a large per- 
centage of our population. Of course, 
a goodly part of such opinion is com- 
‘ pounded out of envy. Nonetheless, 
there you have unfavorable public 
opinion. There you have just so many 
votes against banking out of spite in- 
stead of votes for banking out of un- 
derstanding. 

This free association method of 
sampling public opinion demonstrates 
three things. One is that the thought- 
channels in favor of banks and bankers 
may be small. The second is that the 
emotionality against banks and bank- 
ers is far more intense than the intel- 
lectual reactions in favor of banks and 
bankers. The third is that the atmos- 
phere of wealth and social prestige en- 
joyed by bankers may be a handicap 
because of the fact that what people 
want but cannot have often arouses 
their hatred. 

The problem of changing unfavor- 
able public opinion such as this, so 
that a greater percentage of it may be 
transformed into favorable public 
opinion, is complex but still possible 
to solve. Before delving into Dr. Hep- 
ner’s suggested technique which could 
accomplish this objective, it will be 
useful to make two observations re- 
garding this sampling of public 
opinion. 

One is that if a bank wishes to gain 
such a sampling in its own community, 
it should hire someone outside the 
bank for that purpose—-preferably one 
man and one woman—whose intelli- 
gence is capable of performing the task. 

The other is—why wouldn’t it be a 
mutually beneficial function for all, or 
several, banks in any community to 
unite their interest in sampling public 
opinion and, together, contribute to- 
wards such a sampling by outside in- 
vestigators? The expense, the results, 


and the benefits, could be shared be- 


tween them. 


Basic Psychological Principles in 
Advertising 


It has been demonstrated that there 
is a marked degree of unfavorable 
public opinion regarding banks and 
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bankers. This is the problem which 
Dr. Hepner defined and then indicated 
avenues leading to its solution. Be- 
fore detailing the advertising technique 
outlined by Dr. Hepner it would be 
well to quote him as he outlines the 
objectives that are to be arrived at: 

“Financial advertising men and 
bankers must find appeals that utilize 
the thought-channels in the minds of 
readers, channels that may be harnessed 
by the financial advertiser. If bank- 
ers could ‘socialize’ their banking, their 
problems would be solved as the New 
Deal has made the American public 
conscious of its aims to run America 
for the benefit of the lower income half 
of the population. Once the great ma- 
jority of voters learn to think of banks 
and bankers as interested in the wel- 
fare of the people then, and only then, 
will the financial advertiser’s appeals 
and techniques become effective with 
the masses.” 

While bankers may lack a certain 
degree of social consciousness as far as 
the non-bank customers in their com- 
munity are concerned, there does re- 
main the bald fact that banking is 
about the most misrepresented, least 
understood, and most knocked-about 
professional business that there is. 

Something should be done about it 
and if applying an enlightened public 
relations policy and advertising tech- 


PLANNED 
INVESTMENT 


'HROUGH the facilities of 

the Brookmire Bulletin 
Service, you can find aid in 
planning your’ investment 
portfolio to attain your ob- 
jectives of conservation, 
diversification, income and 
capital appreciation. A de- 
scriptive booklet and compli- 
mentary Bulletins will be sent 
to all responsible investors. 


BROOKMIRE 


Corporation—Investment Counselors and 
Administrative Economists—Founded 1904 


551 Fifth Avenue, New York 





342 


nique will help, then it is time to make 
such an application. Dr. Hepner de- 
veloped certain basic psychological 
principles which can be utilized to- 
wards this end. 


How Thought Channels Are De- 
veloped 


There are five fundamental influences 
combining to make individuals react 
the way they do: (1) through inherit- 
ance of racial characteristics; (2) en- 
docrine glands (highly technical sub- 
ject); (3) adjustments to personal 
problems resulting in habits and tend- 
encies; (4) social contacts; (5) in- 
tellectual effort. Each of these five 
mainsprings of human behavior is a 
field of study in itself which can be 
investigated if desired. They are here 
enumerated so as to indicate that the 
situation confronting financial adver- 
tising is complex rather than simple. 


Types of Advertising Appeals 


There are three general classifica- 


tions typifying advertising appeals. 
Long circuit appeals employ reasoning, 


argument, factual evidence and are 
suitable for impersonal presentations of 
utilitarian tools and equipment. 

Short circuit appeals employ emo- 
tion, feeling and instinct and are suit- 
able to present articles as being en- 
joyed for the sake of luxury, display 
and adornment. 

Rationalized appeals first arouse in- 
terest through emotion and then ex- 
plain or substantiate the emotionality 
by an appeal to reason. 

Financial advertising could best em- 
ploy the rationalized appeal, thus gain- 
ing attention via emotional channels 
and then swinging the reader into a 
reasoning process. 

Interrelated with long circuit, short 
circuit and rationalized appeals is the 
fact that these may be presented in 
either a negative or a positive manner. 

Presenting the appeal negatively may 
have several effects upon the reader. 
It may be misunderstood; it may arouse 
fear or it may emphasize wrong more 
than right. However, the negative ap- 
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peal is effective when the reader is very 
conscious of the problem and is seeking 
an answer to it. 

Presenting the appeal positively also 
tends to have several effects. A posi- 
tive appeal is more easily understood. 
It puts the emphasis on the right idea, 
It satisfies the human preference for 
answers rather than questions. 

Whatever else it may be, the appeal 
must, in order to get a reaction from 
a mass public, fit into the established 
thought-channels, tendencies and _asso- 
ciations of its readers. And that leads 
us directly into the questions of what 
the appeals are that people as a whole 
are most interested in. 


What 4,979,875 Newspaper Readers 
Read 


To set up a yardstick of human in- 
terest, Dr. Hepner referred to a study 
made by the Gallup Research Bureau 
for the Kimberly-Clark Corporation of 
Neenah, Wisconsin. The Gallup Bu- 
reau made 29,000 individual interviews 
regarding 46 issues of 20 newspapers 
located in 16 cities having a total cir- 
culation of 4,979,875. Trained inter- 
viewers asked persons of all economic 
classes to point out exactly what ad- 
vertisements had been read in each is- 
sue. National ads only were used and 
their appeals divided themselves into 
16 basic themes. In first, second and 
third order were: news features, sex 
allure; social advancement. Sixth in 
interest was reason-why copy. The two 
lowest groups in reader interest were: 
service given with a product; and the 
product alone without drama. For our 
immediate purpose there is no need to 
list all sixteen copy appeals. The main 
point of interest will be to see how 
financial advertising stacks up with the 
above appeals. 


An Analysis of Bank Advertising 


Here, then, in the Kimberly-Clark 
study is a comprehensive, accurate 
yardstick as to the advertising appeals 
which have captured public attention. 
Dr. Hepner scrutinized the distribution 
of appeals used in the advertisements 
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appearing in one issue of the Financial 
Advertisers Association Bulletin. He 
divided these appeals into the same 
sixteen basic themes as were apparent 
in the Kimberly-Clark ‘study. Thus he 
had a yardstick of bank advertising 
appeals comparable with the Kim- 
berly-Clark yardstick of public re- 
action to basic advertising themes. 


Advertising in the F. A. A. Bulletin 
can be regarded as indicative of the 
best in American bank advertising for 
members of the association are on the 
whole more alert to public relations 
problems and advertising technique 
than are non-members, 

Even so, the comparison was illumi- 
nating. Four per cent. of the F. A. A. 
ads had news features as their basic 
theme—the most effective Kimberly- 
Clark appeal. One per cent. of the 
F. A. A. ads had a very weak sex al- 
lure. Two per cent. were basically so- 
cial advancement themes—rated third 
on the Kimberly-Clark list. Seventeen 
per cent. were reason-why copy—the 
long circuit appeal—and sixth on Kim- 
berly-Clark. Sixty-one per cent. of the 
F. A. A. ads had basic themes of “serv- 
ice given with the product” and “the 
product alone without drama,” rated 
next to last, and last, in public in- 
terest. 

At this point it might be well to state 
that Dr. Hepner did not criticize the 
bank advertisements under discussion. 
Nor did he try to lay down hard and 
fast rules as to what should or should 
not be done in bank advertising. He 
was aware that much bank advertising 
had to be of the business-getting sort, 
presenting to the more intelligent peo- 
ple bank services and bank policies. 
What Dr. Hepner was trying to get at 
was the fact that advertising to bank 
customers and potential bank custom- 
ers would not and could not mold 
public opinion as the mass of public 
opinion remained, as to their reactions 
to banks and bankers, in the majority 
of people who never come into contact 
with them. Bank advertising designed 
to mold such opinion must be of a dif- 
ferent type than bank advertising de- 
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One should 


signed to attract business. 


complement the other—not supplant it. 


Analyzing Reader Interest 


Some by-products of the Kimberly- 
Clark studies can be usefully applied 
to bank advertising. For example, it 
was found that “The best bait for 
reader interest is human _ interest.” 
Hundreds of comparisons made in be- 
half of Kimberly-Clark proved that not 
only are illustrations in advertisements 
essential but that photographs attract 
more readers than any other type of 
illustration. This being so, what types 
of photographs and what photographic 
subjects are most effective? 

According to Dr. Gallup’s investi- 
gators, photographs of children rank 
first in human appeal; groups of adults 
rank second; sport scenes are third; 
animals, fourth; natural scenery, fifth; 
others are sixth. 

Stacking bank advertising in an is- 
sue of the F. A. A. Bulletin against 
this yardstick it was found that pic- 
tures of children were 6 per cent. of 
the illustrated ads; adult groups were 
9 per cent.; sports scenes were 3 per 
cent.; animals, zero; natural scenery, 
11 per cent., and others (the least ef- 
fective Gallup rating) 71 per cent. A 
comparison of these two yardsticks 
speaks for itself. 

Furthermore, the issue of the F. A. A. 
Bulletin used as Dr. Hepner’s sample 
cross section of bank advertising con- 
tained 86 examples. Of these, 48 per 
cent. had no illustration and 17 per 
cent. were illustrated to such a minor 
extent as to be hardly noticeable. Only 
about a third of the ads had illustra- 
tions that would be noticed by an aver- 
age reader. 


Gaining Reader Interest 


A variety of methods were suggested 
by Dr. Hepner so as to better gain 
the public’s attention—the non-bank 
customer public. 

Showmanship in financial advertis- 
ing would make such advertising more 
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effective. Financial advertising stimu- 
lating to the senses would be more 
effective. " Advertising should have a 
“yes-effect” on the reader. It should 
enable the reader to imagine himself 
in a better, happier situation. The 
headlines of the advertisement should 
use the language of the customer (not 
the language of the bank’s president), 
and the heading should use a verb to 
give it a sense of action. 

The advertising should be compre- 
hensible to at least some of the 
lower 25 per cent. of the popu- 
lation. If it can be understood by 
your (or some one else’s) eleven year 
old child it will be understood by 
three-fourths of the population. See 
if the child knows what you’re talking 
about—it won’t if you use words such 
as “priceless,” “shrewd,” “philan- 
thropy,” “conscientious” and the like. 

To curry popular opinion, bank ad- 
vertising should not be educational— 
rather, it should capitalize on popular 
trends. 

Furthermore, it should visualize the 
invisible—put the abstractions of finan- 
cial advertising into concrete form. 


Visualizing the Invisible 


Certain almost meaningless abstrac- 
tions are used in advertising, such as 
new, quality, service, value and the 


like. The public is satiated with such 
expressions. They do not stimulate for 
people don’t respond to abstractions 
but to concrete situations. 

Abstractions can be made concrete 
in a variety of ways. Dramatization in 
headline and illustration is one way. 
For example, a hotel dramatized its 
comfortable beds by the heading 
“Seven Feet Long—One Mile Deep.” 
An investment company dramatized 
good bonds as sound values for safe 
deposit boxes by illustrating two giant 
hands placing a locomotive into a safe 
deposit box. 

Also, abstractions can be turned into 
concrete expressions by personifying 
inanimate objects, enlarging the com- 
monplace, use of paradoxes, use of de- 
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scriptive associations already implanted 
in people’s minds. 


One Solution 


Dr. Hepner stressed one suggestion 
which would appeal to the public and 
be compatable with the bank’s dignity. 
And that was for the bank to identify 
itself with movements for civic im- 
provement. Bank’s must show people 
that the bank is interested in them and 
in their welfare. Boosting local civic 
activities would so identify them. This 
would not only make the bank more of 
an integral part of the community as 
viewed by the public, but it should also 
have a salutary effect on community 
welfare as well. 

Sponsoring, or assisting in the spon- 
sorship of, various community activities 
would act as a good peg on which to 
hang the bank’s advertising, both news- 
paper and radio. It is one way for the 
bank to introduce itself to public in- 
terest without resorting to the blatant 
or the sensational. It should enhance 
good will towards the bank not only 
from the non-banking public but from 
the bank’s customers as well. 


Summary 


In this brief running account of the 
Hepner clinics in molding public 
opinion it was, of course, impossible 
to do much more than hit the high 
spots. Dr. Hepner succeeded in stimu- 
lating fresh lines of thought. He out- 
lined some problems and _ suggested 
possible solutions. 

He explained the personality pat- 
terns of bank employes and suggested 
how these might be guided so as to 
make a more favorable impression on 
the public. 

He indicated the necessity of sam- 
pling public opinion in the banking 
community and suggested ways of con- 
ducting such a sampling. 

He indicated the appeals most useful 
in gaining public attention and sug- 
gested ways of adapting those appeals 
to bank advertising. 

He indicated ways of employing 4 
more effective technique in financia 
advertising so as to dramatize the 
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bank’s story to the mass of people 
whose good will and understanding he 
feels will be increasingly necessary to 
ain. 
. In doing these things he made a 
valuable contribution to financial ad- 
vertising as a whole. It will be inter- 
esting to see how this contribution is 
accepted and adapted in practical op- 
eration. 

It seems to us, however, that it 
would be difficult for any one bank to 
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dramatize itself to the mass of people 
without causing the eyebrows of its own 
customers to raise high in astonish- 
ment. But groups of banks combining 
for this purpose should be able to con- 
duct a campaign for the molding of 
public opinion among non-bank cus- 
tomers. This course would avoid any 
one bank being questioned by its ‘in- 
telligent customers who might wonder 
at bank advertising geared to an intel- 
lectual level lower than their own.’ 


‘ 


Who's Who in Bank Public Relations 


HIS month’s department pays 
Tribute to the Financial Advertis- 

ers Association’s 22nd annual con- 
vention. Consequently it is but simple 
justice that the month’s “Who’s Who” 
involve Preston E. Reed. 

Now-a-days, specialization is the 
spice of life. Pres Reed’s specialty is 
the F. A. A.—and vice versa. More- 
over, the F. A. A. is the spice of Pres 
Reed’s life—again, vice versa. And so, 


Preston E. Reed. 


According to our subject himself, 
there is some discussion between two 
Michigan towns as to which one is dis- 
tinguished as his birthplace. Scottville 
insists that Mr. Reed was born in 
Freesoil, and Freesoil with equal in- 
sistence maintains that he was born in 
Scottville. 


Perhaps the only true answer to this 
interesting discussion lies with Mr. 
Reed’s parents who still live in Michi- 
gan. Being a Methodist preacher, Mr. 
Reed’s father spread the gospel through 
many a Michigan community, finally 
settling in the city of Albion as a per- 
manent residence. 

Our Albion correspondent has dug 
up these facts concerning Mr. Reed’s 
early career. He published the Albion 
High School monthly magazine; or- 
ganized a male quartet and sang in it; 
won the state declamation and ora- 
torical contest four years running, and 
graduated with honors. 

_ Thence he went to Albion College; 
joined the Sigma Chi Fraternity; pro- 


duced the College Annual in his junior 
year; played in the band and orches- 
tra; managed the Glee Club. He paid 
his way through college by: owning’all 
the canoes on the Kalamazoo River 
and renting them to the students; run- 
ning a printing office; working for a 
photographer, selling the idea (and the 
pictures) of group photos of fraternity 
and sorority parties; trading in any- 
thing and everything tradable. 

During summer vacations Mr. Reed’s 
idea of gaining some relaxation was 
to be head waiter on the steamer 
Columbia, plying between Detroit and 
Bois Blanc Island. 

After being graduated from college, 
Mr. Reed went into concert work in the 
Lyceum and Chautauqua circuits. He 
gave readings, sang solos and played 
his ’cello. 

Departing from strictly musical en- 
deavors, he did postgraduate work in 
the School of Commerce and Admin- 
istration at the University of Chicago. 

He taught junior high school, then 
high school, in Superior, Wisconsin. 
When he began there were no printing 
courses in these schools. He introduced 
such courses and when he left printing 
classes were available in all of 
Superior’s high schools — printing 
presses installed and a variety of 
student publications rolling off them. 

Next he taught at the State Normal 
School of Pittsburg, Kansas, following 
that with more teaching at the Illinois 
Wesleyan University. To top off his 
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Mr. Reed is executive vice-president 

of the Financial Advertisers Associa- 

tion with headquarters at 231 South 
La Salle Street, Chicago. 


teaching career he was, for two years, 
Dean of the Central College of Com- 
merce in Chicago. 

Association work interested him and 
Mr. Reed became executive secretary 
of what was then the world’s largest 
advertising club. Climaxing his work 
with this club, Mr. Reed managed the 
trip of 157 club members from Chicago 
over to Europe in 1924 to the conven- 


tion of the Associated Advertising 
Clubs of the World. 

Introducing, then, Preston E. Reed 
before he became executive secretary, 
in the fall of 1924,-of the Financial 
Advertisers Association. Members of 
the association know Mr: Reed since 
that time and he needs no present in- 
troduction to them, nor they to him. 

The cheerful twinkle in Pres. Reed’s 
eye, which your correspondent has 
never failed to observe, derives from 
the fact that the Financial Advertisers 
Association now has 450 members, 
which means that Pres has 450 bosses, 
Unlike most of us, the more _ bosses 
Preston Reed has, the happier he is, 
and the twinkle keeps getting cheerier 
all the time for his admirable collection 
of bosses is constantly on the increase. 


10) 


GENERAL MOTORS STOCKHOLD- 
ERS NUMBER 363,675 


THE total number of General Motors 
common and preferred stockholders for 
the third quarter of 1937 was 363,675 
compared with 359,630 for the second 
quarter of 1937 and with 342,832 for 
the third quarter of 1936. 

There were 343,125 holders of com- 
mon stock and the balance of 20,550 
represents holders of preferred stock. 
These figures compare with 339,130 
common stockholders and 20,500 pre- 
ferred for the second quarter of 1937. 
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$77,500,000.00 
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14,682,376.17 136,432,376.17 
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BOOKS FOR BANKERS 


THE THEORY OF FoRWARD EXCHANGE. 
By Paul Einzig. London: Macmil- 
lan & Co., Ltd., 1937. Pp. XXI-520. 
$7.50. 


THERE are few phases of banking which 
are less well known to bankers in gen- 
eral and which are more technically 
intricate than the whole field of foreign 
exchange. Within the field, the least 
familiar and, in some respects, the 
most difficult to grasp is the matter of 
forward exchange. Down to the pres- 
ent time, very little has been written 
in English on this subject and hence, in 
this country, only those who have had 
occasion to deal with forward exchange 
are really acquainted with its prac- 
tical operation and of those, very few 
probably, have taken the time to or- 
ganize in their own minds the theory 
which underlies their practice. This 


volume by Dr. Einzig, therefore, meets 
a very real need and should contribute 
substantially to a better knowledge of 


the possibility and limitations in the 
use of forward exchange. While the 
author modestly takes the position that 
he is not a technician in this subject, 
the internal evidence found in the book 
indicates very clearly that he possesses 
a thoroughly practical and a soundly 
theoretical knowledge of his subject. 

To present a comprehensive and at 
the same time critical analysis of this 
excellent book would require a lengthy 
magazine article. All that can be at- 
tempted here is a brief summary. This 
volume is divided into seven sections. 
The first comprises an introduction, in- 
cluding a valuable chapter on defini- 
tions. The second section presents the 
historical development of forward ex- 
change. It is interesting to learn that 
forward exchange was more frequently 
used in Vienna than in London before 
the World War and that its market in 
Berlin and even in St. Petersburg was 
more active than in London at that 
time. 

The third section analyzes the pres- 
ent organization of the forward ex- 
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change market. The market is not 
dependent alone on commercial trans- 
actions for its growth. Investments, 
including interest payments as well as 
new loans, play an important part. 
Arbitrage both of time and space, in- 
cluding many three cornered deals, add 
to the activity of the market. At times, 
simple speculation accounts for a ma- 
terial part of the volume of business. 
It is quite clear that the actual forward 
exchange rates are the result of a va- 
riety of basic economic and business 
factors. 

The fourth section is the heart of 
the book. Here the author devotes his 
attention to the underlying theory of 
forward exchange as he sees it. While 
the fundamental factors are varied, they 
make themselves felt largely through 
their influences on the purchasing 
power parities and interest parities, 
These phases of the subject are, there- 
fore, analyzed in some detail. He also 
studies the relation of long versus short 
forward rates and interaction of spot 
and forward rates upon each other. 

In the fifth section, the author dis- 
cusses forward sterling, the dollar, the 
French franc, the mark, the lira, the 
belga and the Swiss franc since the 
World War. The interpretation of the 
forward exchange operation in these 
currencies is most enlightening and 
throws considerable light on possible 
development in the near future. 

The next section is devoted to the 
question of the part which central 
banks have and should play in for- 
ward exchange transactions. In gen- 
eral, such banks have dealt in such ex- 
change very little for their own 
account. The author feels that they 
should be much more active and that 
such transactions would aid greatly in 
the control which such banks might ex- 
ercise over monetary affairs. It should 
be noted in this connection that Dr. 
Einzig is a strong partisan of managed 
currency. His discussion of this pat- 
ticular topic reflects a definite point of 
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view on his part, although it is clear 
that he is endeavoring to present all 
sides of the question. It is possible 
for the reader to share his point of 
view that central banks should partici- 
pate more fully in dealing in forward 
exchange without subscribing wholly to 
his opinion in regard to managed cur- 
rency. 

The final section includes the au- 
thor’s conclusions, some of which have 
already been indicated. He modestly 
does not attempt to predicate too much 
on his studies of this subject, but he 
does emphasize its importance. 

One of the most valuable parts of 
the book from the standpoint of the 
student of this subject is the large 
amount of statistical material in the 
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appendices and the charts of forward 
rates of exchange and interest parities. 

The subject discussed is both difficult 
and important. The author is to be 
congratulated on the thoroughness of 
his research and the clarity of his 
presentation. He has succeeded in pro- 
ducing a book which will serve as a 
milestone in the development of for- 
ward exchange. 


THe Way Out. By Sir George Paish. 
New York: G. P. Putnam’s Sons, 
1937. Pp. XVII-233. $2.75. 


Str GEORGE PAIsH is once more essay- 
ing the réle of prophet and again his 
prophecy is that trouble and disaster 
is before the world if it does not ex- 
perience an economic and political re- 
pentance. He gives hope by indicating 
that it is not yet too late, but he chills 
the reader with the fear that the time 
is not long. 

As the writer of this review perused 
this volume he remembered a certain 
luncheon in Chicago some nine years 
ago at which Sir George Paish, some 
bankers and he were present. At that 
time, Sir George was forecasting eco- 
nomic disaster if certain national poli- 
cies and business practices were not 
changed. The bankers were much in- 
clined to discount Sir George’s fore- 
bodings and while the reviewer felt the 
boom then in progress was fast draw- 
ing to a close, he must confess that he 
did not visualize the depth of the im- 
pending depression. On that occasion, 
Sir George proved himself to be all too 
true a prophet. Will his present warn- 
ing go unheeded and will his forecast 
in this book be realized? He feels that 
the United States, its political leaders, 
its bankers and business men can con- 
tribute heavily toward preventing the 
debacle which he sees is impending. In 
a large measure, the present volume is 
a challenge to them, one with which 
they cannot afford not to be acquainted. 

Sir George Paish still believes that 
many of the ideas of the classical econ- 
omists which have -been laughed to 
scorn by the “New Dealers” are as true 
today as they were a generation ago. 
International trade as unhampered by 
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tariffs and quotas as possible, a sound 
currency based on gold, democracy in 
government, high wages, low costs and 
large production are still cornerstones 
in our economic and business edifice 
in his opinion, and he buttresses his 
opinion with facts and sound argu- 
ments. The first part of this book in 
which he analyzes the present and fore- 
casts the future, unless , is well 
worth reading by every banker. 

The second part of the book in which 
he tries to suggest a way out is so 
utopian in its aspirations as to be un- 
convincing because of an apparent lack 
of practicality. The reader will ap- 
plaud the spirit in which it is written 
but can hardly be else than dubious 
over the possibilities of realizing the 
proposed plans. 

The reviewer cannot help but feel 
that Sir George is once more likely to 
prove to be a sound prophet and he 
feels that every banker should acquaint 
himself with the prophecy. It will sad- 
den him, but by warning him, may aid 
him to survive the next deluge. 


Tue ENcLisH CooperaTIvEs. By Sid- 
ney R. Elliott. New Haven: Yale 
University Press, 1937. Pp. VIII- 
212. $3.00. 

‘One of the ways in which the man in 

the street can obtain a partial control 

over the cost of living is one which 
has so far had little development here 
in the United States. This is found in 
the organization of codperative stores. 

While the possibilities of this mechan- 

ism have been but little explored in 

this country, codperatives have attained 

a relatively high degree of organization 

and use in certain other countries, no- 

tably the Skandinavian countries and 

Great Britain. In the latter country, 

membership in codperative societies 

now amounts to some 7,500,000, there 
are 1200 retail codperative organiza- 

tions with 12,000 branch stores, and a 

cooperative wholesale society. The to- 
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tal volume of business done annually 
is some $3,000,000,000. 

Certainly a development as_ im- 
portant as this, even in another coun- 
try, merits serious consideration. The 
present volume is in part a history of 
the growth of the codperative move- 
ment in Great Britain and in part a 
discussion of its present operation by 
a man who has taken an active part 
in its administration for many years. 
To a considerable degree, it is a de- 
fense of the system and an attack on 
the ordinary type of business organiza- 
tion. It is quite clear from the con- 
tents that the book was written by a 
special pleader who states his case 
strongly. It would be helpful to have 
a companion volume prepared by one 
who is more conscious than the present 
author of the defects of the system. 

It is a book which deserves the at- 
tention of the alert American banker 
and business man. It seems quite pos- 
sible that sooner or later, codperative 
stores may develop in this country. 
They undoubtedly possess both merits 
and defects. It would be most help- 
ful to the welfare of the country if, 
when they come, business men shall be 
aware of both and so be in a position 
to foster them when they are desirable 
and combat them intelligently when 
they are not. 





IN THE MONTH'S NEWS 


Convention Dates 


STATE AND SECTIONAL 

October 8—Connecticut Savings Banks 
Association. Hartford Golf Club, 
Hartford. 

October 15-16—New Hampshire Bank- 
ers Association and New Hampshire 
Savings Bank Association and North- 
ern Bankers Association. Mountain 
View House, Whitefield, N. H. Joint 
meeting. 

October 20-22—Savings Bank Associa- 
tion of New York. The Greenbrier, 
White Sulphur Springs, W. Va. 

November 4-5—Nebraska Bankers As- 
sociation. Hotel Cornhusker, Lin- 
coln. 

November 11-12—New Jersey mid-year 
meeting, Hotel Berkley-Carteret, As- 
bury Park. 

November 16-18—Florida Bankers As- 


sociation. Tallahassee. 


GENERAL 

October 6-8—United States Building 
and Loan League. Los Angeles. 

October 7-9—National Association of 
Supervisors of State Banks. Waldorf 
Astoria Hotel, New York. 

October 8-12—American Bank Women. 
Hotel Somerset, Boston, Mass. 

October 10-13—National Association 
of Bank Auditors and Comptrollers. 
Boston, Mass. 

October 11-14—American Bankers As- 
sociation. Statler Hotel, Boston, 
Mass. 

October 13-15—Mortgage Bankers As- 
sociation of America. Cleveland, 
Ohio. 

October 18-23—National Association of 
Real Estate Boards. The William 
Penn Hotel, Pittsburgh, Pa. 

October 25-27—Robert Morris Asso- 
ciates. St. Louis, Mo. 

November 3-5—National Foreign Trade 
Convention. Cleveland, Ohio. 
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November 3-7—Investment Bankers As- 
sociation. Greenbrier Hotel, White 
Sulphur Springs, W. Va. 

December 27-30—American Accounting 
Association. Atlantic City, N. J. 

December 28-30—American Economic 
Association. Atlantic City, N. J. 

1938 - 

May 5-6—Oklahoma Bankers Associa- 
tion. Tulsa. 

May 9-11—Missouri Bankers Associa- 
tion. Place not yet decided. 

May 12-13—Kansas Bankers Associa- 
tion. Hutchinson. 

May 17-19—Texas Bankers Association. 
Fort Worth. 

May 25-26—Indiana Bankers Associa- 
tion. French Lick Springs Hotel, 
French Lick. 

June 2-3—South Dakota Bankers Asso- 
ciation. Huron. 

June 6-8—Iowa Bankers Association. 
Place not yet determined. 

June 6-10—American Institute of Bank- 
ing. Louisville, Ky. 

June 9-11—District of Columbia Bank- 
ers Association. The Homestead, 
Hot Springs, Va. 

June 16-18—Virginia Bankers Associa- 


tion. The Homestead, Hot Springs, 
Va. 


Conventions 


qTom K. Smitu, president of the 
A. B. A., has sent a communication to 
that organization’s 13,000 members 
urging them to attend the Boston 
convention which will be held October 
11-14. The Boston bankers, Mr. Smith 
said, are making thorough and efficient 
preparations for the handling of the 
meeting and the hospitable entertain- 
ment of guests. The headquarters will 
be at the Hotel Statler, with ample ad- 
ditional accommodations in other 
nearby hotels. This year’s meeting 
will be the sixty-third annual conven- 
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tion. It last met in Boston in 1913, 
having met there previously to that in 
1886. 


qTue Los Angeles convention of the 
United States Building and Loan 
League, scheduled for October 6-8, will 
be addressed by leaders in the $6,000,- 
000,000 thrift and home financing in- 
dustry, by Federal Home Loan Bank 
presidents, by officials of the sev- 
eral Government instrumentalities with 
which the institutions deal, and by ad- 
vertising experts. 

The meeting is planned to give the 
delegates an understanding of the actual 
trends in mortgage practice today based 
on confidential information from 1200 
to 1500 association managers in all 
parts of the country. 


q THE program for the annual con- 
vention of the Association of Bank 
Women in Boston, October 8 to 12, is 
being arranged by a committee under 
the chairmanship of Miss Catherine S. 
Pepper of the National City Bank of 
New York. In addition to business 
meetings, convention events include a 
dinner at the Junior League, Boston; 
an outing at a country estate near Bos- 
ton; and a meeting in the main bank- 
ing rooms of the First National Bank 
of Boston, with members of the Amer- 
ican Bankers Association which meets 
in Boston October 11-14, as guests. The 
Boston Symphony Orchestra will play. 

At the annual dinner on the evening 
of October 12 at the Hotel Somerset 
greetings will be extended to the women 
by Tom K. Smith, president of the 
American Bankers Association. Other 
speakers are Miss Ada Louise Com- 
stock, president of Radcliffe College, 
and Dr. John H. Williams, professor of 
political economy at Harvard Uni- 
versity and vice-president of the Fed- 
eral Reserve Bank of New York. 

On the dinner program also is pres- 
entation for the first time of the Jean 
Arnot Reid Award, given by the Asso- 
ciation of Bank Women in honor of 
Miss Reid, one of its founders, who re- 
cently retired from the banking profes- 
sion. For many years she was assistant 
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treasurer of the Bankers Trust Com- 
pany, New York. The 1937 award will 
be made in the association’s Middle, At- 
lantic Division to the woman graduate 
of the American Institute of Banking, 
not a member of the association, who 
is selected as best fitted to represent 
women in banking. 


q At a meeting of Group Five of the 
Virginia Bankers Association held at 
Mountain Lake last month it was voted 
to place that organization on record as 
opposing the abolition of the Comp- 
troller of the Currency’s office as has 
been recommended by the Brookings 
Institution. 


qRatpx W. Pitman, president and 
treasurer of the Morris Plan Co. of 
Philadelphia, was elected president of 
the Morris Plan Bankers Association 
of America for the third consecutive 
term at the eighteenth annual business 
session in the convention held Septem- 
ber 13-15 at Colorado Springs. 

James R. Fain, president of the Mor- 
ris Plan Co. of Winston-Salem, was 
elected first vice-president, and Harry 
Pratt, president, Morris Plan Co. of 
Cedar Rapids, Ia., was chosen second 
vice-president. Joseph E. Birnie, of 
Richmond, Va., was renamed executive 
secretary and treasurer. 


@Ciarence A. LEIGHTON, assistant 
treasurer of the Portland Savings Bank, 
Portland, Me., was elected president of 
the Savings Bank Association of Maine 
at the forty-fourth annual convention 
held at Moosehead Lake last month. 
Sewell C. Brown, treasurer of the 
Penobscot Savings Bank, Bangor, was 
chosen vice-president. Prince A. Drum- 
mond, assistant treasurer of the Water- 
ville Savings Bank, and Carlos L. Hill, 
assistant treasurer of the Maine Sav- 
ings Bank, Portland, were again named 
secretary and treasurer, respectfully. 


q THe Independent Bankers Associa- 
tion at a convention held in St. Paul, 
Minn., last month voted to request the 


American Bankers Association for 
recognition for the independent bank- 
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ing movement and the submission of 
policy questions to the membership by 
referendum. 


Anniversaries 


q JosepH WaynE, Jr., president of the 
Philadelphia National Bank, reached 
his sixty-fourth birthday on September 
26. For forty-seven years he has been 
associated with the Philadelphia Na- 
tional Bank and its predecessor institu- 
tions. 

Mr. Wayne joined the Girard Na- 
tional Bank in 1890 as a clerk when 
he was 17 years of age. Ten years later, 
in 1900, he became assistant cashier 
of the institution, and the following 
year, on May 3, 1901, when he was 
not yet twenty-eight years old, he be- 
came the youngest bank cashier in 
Philadelphia. 

On October 10, 1911, the board 
elected him a vice-president, and he 
occupied the dual office of vice- 
president and cashier until October 10, 
1914, when he was elected president to 
succeed Richard L. Austin, who had 


resigned to assume office as chairman 
of the board of directors of the Federal 
Reserve Bank of Philadelphia. At that 
time the Girard National had a capital 
of $2,000,000, surplus and profits of 
$5,000,000 and deposits of $40,000,000. 

On the consolidation of the Girard 
and Philadelphia National banks in 
1926, he was elected president of the 
combined institutions, which later ab- 
sorbed the Fourth Street and the Frank- 
lin National banks. 

Under his guidance the Philadelphia 
National has become one the leading 
banks of the nation and is known all 
over the world. Its latest report to the 
Comptroller of the Currency, as of 
June 30, 1937, showed total resources 
of $494,951,138; capital stock of $14,- 
000,000; surplus and net profits of 
$23,417,417, and deposits of $440,- 
799,005. 

Mr. Wayne, who is president of the 
Philadelphia Clearing House Associa- 
tion, has also served as president of 
the Pennsylvania Bankers Association 
and as a member of the executive 
council of the American Bankers As- 
sociation. 


q Tue fiftieth anniversary of its for- 
mal organization on September 2, 1887, 
was observed by the Los Angeles Clear- 
ing House Association with a dinner 
to local bankers on the anniversary 
date. Guests included present and 
former members of the executive com- 
mittee and members of other active 
committees, 

The Clearing House was established 
following the boom period of the 1880's 
when rapid growth in population and 
banking resources had made evident the 
desirability of closer association and co- 
operation among the banks. Of the 
seven original members only two re- 
main, most of the others having lost 
their identity through consolidation 
with other institutions. The growth of 
banking activity in Los Angeles during 
the fifty years of Clearing House opera- 
tion is well illustrated by the contrast 
between the first year’s clearings of 
$36,050,980 and the debits of the cur- 
rent fiscal year which it is now indi- 
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cated should run in excess of $11,000,- 
000,000. Believed to have been among 
the first to establish the office of Ex- 
aminer, the Los Angeles Clearing 
House Association has provided since 
1908 for periodic examination of its 
member banks. : 

Herbert D. Ivey, president of Citi- 
zens National Trust & Savings Bank of 
Los Angeles, who is serving his third 
term as president of the association, 
addressed the anniversary dinner, pay- 
ing tribute to the spirit of co-operation 
which has benefited not only the mem- 
ber banks but the entire community 
and banking interests throughout the 
state. He cited, among other examples, 
the organization of the California 
Bankers Association in 1891, which re- 
sulted from a call issued by the Los 
Angeles Clearing House. 

Former presidents of the association 
who are still living are Henry M. 
Robinson, chairman of the board, and 
Joseph F. Sartori, chairman of the man- 
aging committee, both of the Security- 
First National Bank, and Andrew M. 
Chaffey, president of California Bank. 


Branch Banking 


More than 500 independent bankers 
met last month at St. Paul, Minn., to 
lay plans for their fight for the preser- 
vation of the American system of unit 
banking. R. F. Hollister, executive 
manager of the newly organized allied 
Independent Bankers Association of the 
Twelfth Federal Reserve District, told 
the bankers of the success of the 
independent movement on the Pa- 
cific Coast, where 453 bankers out of 
560 have already joined. Mr. Hollister 
said that his organization was pledged 
to “exert every effort to break the 
stranglehold that the controllers of 
credit attempt to fasten on us through 
branch banking or any other means.” 

In a speech to the assembled bankers 
Representative Wright Patman, mem- 
ber of Congress from Texas, called upon 
the unit bankers of the country to join 
the “fight against monopoly.” Robert 
D. Beery, Minnesota Commissioner of 
Banks, told the convention that the 
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Federal Deposit Insurance Corporation 
was attempting to increase its authority 
and encroach upon the rights of the 
states. U. V. Wilcox, Washington cor- 
respondent of The American Banker, 
told the bankers that they must present 
a united front in. Washington if the 
idea of independent banking is to 
survive. 


Installment Sales Finance 


qM. E. Bristow, Virginia state com- 
missioner of banking, last month held 
in the board room of The Morris Plan 
Bank of Virginia at Richmond a meet- 
ing to which he had invited representa- 
tives of every Virginia state and na- 
tional bank which discounts installment 
sales paper of any kind. The purpose 
of Mr. Bristow’s meeting was to call 
the attention of Virginia bankers to an 
apparent tendency to provide facilities 
for financing articles which had been 
sold with too small down payments and 
too long maturities, to discuss freely 
the problems presented, and themselves 
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to take the initiative in setting up proper 
standard policies and terms for dis- 
counting installment paper on a sound 
basis. 

Among the seventy bank officials at- 
tending the meeting in response to Mr. 
Bristow’s invitation were Judge Thomas 
W. Ozlin of the Virginia State Cor- 
poration Commission; Alex F. Ryland, 
president, and W. Scott Irby, chairman 
of the legislative committee of the Vir- 
ginia Bankers Association; H. N. Gor- 
don, chief examiner of the Federal Re- 
serve Bank of Richmond, and W. F. 
Parkerson, examiner for the Federal 
Deposit Insurance Corporation. 

After opening remarks from Mr. 
Bristow, a general discussion was held 
by the attending bank officials, who 
applauded Mr. Bristow for his forward- 
looking attitude and fine spirit of timely 
co-operation in being thus the first 
state banking commissioner to afford 
the bankers themselves an opportunity 
voluntarily to take the initiative in 
dealing with so important a problem. 


Bank Building 


q| For. the convenience of customers 
practically all departments dealing with 
the public of the Anglo California Na- 
tional Bank of San Francisco are lo- 
cated in the bank’s new, enlarged main 
banking floor at 1 Sansome street. The 
floor extends the full length of a city 
block and is said to be one of the 
largest in the United States. 


q Tue First National Bank of Apollo, 
Pa., at a recent special board meeting 
signed a contract to remodel and en- 
large their present banking quarters. 
The Tilghman Moyer Company of 
Allentown, Pa., has been employed to 
handle the operation. 

The work contemplated includes the 
rearrangement of their present counters 
so as to provide for a central lobby 
type of banking room. It includes, 
also, the hanging of a modern and 
heavy vault door, the installation of a 
1% inch steel lining inside the present 
security vault, and the construction of 


a separate and entirely new vault for 
keeping records, the redecoration of 


the walls, etc., etc. What’s more, a 
number of labor saving features are 
going to be incorporated in the new 
room which will make for added con- 
venience both to the public and the 
working organization as well. 

Local labor, local supply concerns 
and local subcontractors will be used 
on the construction wherever possible. 
The officers of the bank have decided 
to proceed at this time due to the press- 
ing need for added space and owing to 
the fact that they are enabled to secure 
some used equipment from some of the 
nearby closed banks at bargain prices. 


| EXTENSIVE alterations were recently 
completed to the building of the Suffolk 
County National Bank at Riverhead, 
Long Island, N. Y., and the bank is 
now enjoying its greatly enlarged and 
improved quarters. 

Additional space was gained by an 
extension built at the rear, allowing a 
general expansion of all departments. 

The banking screen now extends in 
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an unbroken line from the front to the 
rear of the banking room and is of the 
new “friendly” type, executed in Amer- 
ican walnut, bronze and plate glass. 
The public lobby has a wainscot of 
walnut with a marble base and a floor 
of terrazzo. The work space in back 
of the screen has been doubled in size 
and contains tellers’ counters of fur- 
niture steel, lighted by continuous con- 
cealed reflectors. 

Just back of the lobby is a reception 
room with offices for the president and 
cashier opening from it. The presi- 
dent’s office is to be used for board 
meetings as well. 

The safe deposit lobby also opens 
from the reception room, with coupon 
booths and other conveniences for cus- 
tomers of this department. 

The safe deposit and security vault 
embodies the latest ideas in vault con- 
struction. The door is sixteen inches 
thick. The main portion of the vault, 
used by the safe deposit department, 
has a capacity of 1700 boxes. Sepa- 


rated from this by steel grilles and gates 


are a security vault and a trust vault. 

A large and well lighted posting 
room segregates the bookkeeping ma- 
chines, with their unavoidable noise, 
from the rest of the bank’s quarters. 
Adjoining this is a fireproof vault for 
books and records. 

The interior has been redecorated 
throughout and new furniture and 
equipment installed. The banking room 
is lighted by ornamental bowls on the 
side walls which throw a flood of light 
onto the ceiling. 

The alterations ‘were planned and 
carried out by the Tilghman Moyer 
Company of Allentown, Pa. 


qTue First National Bank of Con- 
fluence, Pa., is occupying its remodeled 
banking room after several months 
spent in temporary quarters. The re- 
modeling work, which was planned and 
executed by the Tilghman Moyer Com- 
pany of Allentown, Pa., has given the 
bank a convenient and attractive in- 
terior arrangement. 

The alterations included a new safe 
deposit vault of the most modern de- 
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sign, with a ten-inch door, a “grade A” 
sound wave burglar alarm system and 
an automatic vault ventilator. In ad- 
dition a fireproof book vault has 
been built, also equipped with an auto- 
matic ventilator. 

The public lobby has a floor of ter- 
razzo and is wainscoted in American 
walnut above a marble base. The 
banking screen, which encloses two 
sides of the lobby, is less than six feet 
in height and notably light and open 
in appearance. This is of walnut, 
bronze and plate glass. The tellers’ 
counters in back of the screen are of 
furniture steel. 

The bank is protected against day- 
light holdups by a modern alarm 
system. 

Check desks, coupon booths and other 
conveniences have been provided. The 
ceiling of the banking room has been 
covered with an acoustical material of 
high sound absorbing value. Wall 
decorations, Venetian blinds and light- 
ing fixtures of special design add to 
the attractiveness of the room. At the 





358 


rear of the bank’s quarters a room has 
been provided for meetings of the board 
of directors. 


q THe Newark Trust Company at a 
recent special board meeting signed the 
contract to remodel and equip their 
present banking quarters. The Tilgh- 
man Moyer Company of Allentown, 
Pa., has been employed to handle the 
operation. 

The work contemplated includes the 
construction of a one-story addition to 
the rear and the rearrangement of the 
present interior. It includes also the 
construction of a new vault, the reloca- 
tion of the main entrance and the in- 
stallation of the most modern and effi- 
cient of present-day banking equip- 
ment. A number of labor saving fea- 
tures are going to be incorporated in 


the building which will make for added 
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convenience both to the public and the 
working organization as well. 

Local labor, local supply concerns 
and local subcontractors will be used 
in the construction wherever possible. 
The officers of the bank have decided 
to proceed at this time due to the press- 
ing need for the added space, and be- 
cause of the fact that they are enabled 
to secure some of the needed equip- 
ment from nearby closed banks at bar- 
gain prices. 

A rendering of the proposed in- 
terior is now on display in the public 


lobby of the bank. 


q First Nationa Bank, Louisville, 
Ky., opened its new Fourth street 
branch in the heart of the city’s shop- 
ping district on August 30. The loca- 
tion is the Francis Building, Fourth 
and Chestnut streets. President Ralph 
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Two panels of Insulux glass block in a new branch of! the 'Fletcher Trust Company, 


Indianapolis, have created considerable comment among the bank’s patrons. 


Trans- 


lucent but not transparent, such blocks add a flood of natural but diffused light 
while affording privacy. Due to their vacuum characteristics, such blocks also assist 
in temperature control and reduce transmission of exterior traffic din and noise 


generally. 


Insulux glass blocks, a product of the Owens-Illinois Glass Co., were 


specified by Vonnegut, Bohn and Mueller, Indianapolis architects. 
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C. Gifford signed a lease on the prem- 
ises for fifteen years, with privilege of 
a ten-year renewal. 

The main bank, at Fifth and Court 
place, had seven other branches in op- 
eration throughout the city, the new 
branch bringing the total to eight. 

The Fourth street branch is a com- 
plete banking unit, including safe de- 
posit vaults and industrial loan depart- 
ment. Personnel numbers _ sixteen, 
with Keith C. Spears, manager; Howard 
C. Davis, assistant manager, and Arthur 
W. Brown, manager of the industrial 
loan department. 

The banking room is_ splendidly 
lighted by large plate glass windows, 
which also afford a fine view of the in- 
terior to the shopping crowds passing 
on the street. 


Building and Loan Ass’ns 


q PeorLe have been borrowing more 
than $100,000,000 a month from sav- 
ings, building and loan associations for 
a full half year, the August totals on 
loans disbursed by these institutions 
show. The United States Building and 
Loan League making the report says 
that this is the longest stretch of such 
high lending volume which has been 
seen since 1929. 

Associations with practically half of 
the assets in the business form the basis 
for the league’s estimate that some 45,- 
750 families got $106,796,800 on mort- 
gage loans in August. The amount dis- 
bursed by the institutioris was 5.9 per 
cent. less than in July but only 2.3 
per cent. less than in August a year ago. 

Money for 9950 new houses was in- 
cluded in this amount, the total mort- 
gage indebtedness created for this pur- 
pose being $32,509,900. For the pur- 
chase of houses already existing $36,- 
115,900 was borrowed by 13,400 fam- 
ilies and 33.8 per cent. of the total 
volume of loans went in this direction. 

Morton Bodfish, Chicago, executive 
vice-president of the league, reports the 
associations particularly pleased with 
the sustained market for construction 
lending. During the first eight months 
of the year $254,487,000 have been 
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loaned for this purpose, equivalent to 
$1.00 out of each $3.32 loaned for any 
purpose at all. While the expendi- 
tures for all residential construction in 
the country during the first eight 
months of this year increased 32 per ° 
cent. over like period of 1936, the vol- 
ume of savings, building and loan 
mortgages for new construction in- 
creased 36 per cent. when comparing 
the same two periods. The increasing 
prominence of construction loans in the 
activity of thrift and home financing 
institutions is seen in the fact that all 
loans for all purposes were 11.5 per 
cent. greater than for the correspond- 
ing period of 1936. 


Business Conditions 


q One of the outstanding business de- 
velopments of the year is the marked 
increase that has occurred in the actual 
and prospective purchasing power of 
the farm population, states the Guar- 
anty Trust Company of New York in 
the current issue of The Guaranty Sur- 


vey, its monthly review of business and 
financial conditions in the United States 
and abroad, published September 27. 

“This increase is the result of a com- 
bination of good crops and a favorable 
price situation—a combination that has 
rarely been witnessed in recent years,” 
The Survey continues. “It promises to 
be one of the most important influences 
tending to sustain the level of general 
business activity over the next several 
months, 

“The outlook for the crops has been 
favorable throughout the growing sea- 
son; and, contrary to the usual ex- 
perience, prospects in general have im- 
proved, rather than deteriorated, as 
the season has progressed. From the 
point of view of farm income, the im- 
portant fact is that the favorable crop 
outlook has not resulted in a sharp 
decline in prices, as has so often been 
the case in the past. 

“The sale of a larger aggregate out- 
put at a higher average price level is 
expected to bring the cash income of 
farmers this year to the highest figure 
since 1929. Although the estimated 
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total for this year is about 14 per cent. 
below that of $10,479,000,000 _re- 
ported for 1929, the relative amount of 
purchasing power represented is con- 
siderably greater than this comparison 
would indicate because of the substan- 
tial net decline that has taken place 
in the general level of prices that farm- 
ers must pay. 

“A prospective farm income with a 
purchasing power within 1 per cent. of 
the 1929 figure and 3 per cent. above 
the average for the few years imme- 
diately preceding the depression, to- 
gether with sharp reductions in debt, 
interest charges, and taxes, would seem 
to indicate that agricultural recovery 
has progressed to the point where the 
farm population can once more demand 
and consume its normal share of the 
country’s industrial output. This situa- 
tion is clearly one of the most impor- 
tant factors to be taken into considera- 
tion in appraising the outlook for 
general business in coming months. 
The fact that the condition of the crops 
is good implies an unusually even dis- 
tribution of agricultural purchasing 
power throughout the country. Many 
branches of industry and trade are in 
a position to benefit from the improve- 
ment in agriculture; in fact, practically 
all businesses are likely to feel its ef- 
fects directly or indirectly. 


“The effects of larger farm output 
on the branches of business that handle 
agricultural products apply to foreign, 
as well as domestic, trade. One of the 
most encouraging aspects of recent de- 
velopments in agriculture is the oppor- 
tunity that they provide for the recov- 
ery of some of the foreign markets lost 
by this country in the last few years. 
Cotton is the most conspicuous example 
of this trend, although a samilar tend- 
ency has been evident in other farm 
products that enter into foreign trade 
on a large scale, including wheat, hogs, 
and some other commodities. Unless 
domestic prices of these products are 
artificially held at a level above world 
prices, the coming year may witness a 
pronounced gain in American agricul- 
tural exports. 

“A rise in farm income that is due 
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in whole or in part to an increase in 
output, as is the case this year, is a 
much more favorable element in the 
general business situation than one that 
is due entirely to higher prices. Some 
of the most immediate and striking 
gains in business as a result of the in- 
crease in farm income are, of course, 
to be expected in those industries and 
trades that depend directly on farm de- 
mand. Sales of agricultural machin- 
ery and implements, for example, are 
likely to show a very pronounced ex- 
pansion. General sales at retail in the 
farming sections of the country have 
already responded to greater farm pros- 
perity and.in recent months have shown 
more favorable comparisons with last 
year’s figures than retail sales in gen- 
eral. Mail order houses and other 
chain store companies operating in 
rural districts report sharp gains in 
sales volumes. Some of these con- 
cerns are expected to show new high 
records for sales in the second half of 
this year, while others anticipate the 
best business since 1929.” 


q THe New England Letter of the First 
National Bank of Boston published 
September 30 comments on the busi- 
ness situation as follows: 


“Business sentiment has been ad- 
versely affected by the sharp reaction 
in the stock market, unfavorable for- 
eign developments and by prospects of 
more narrow profit margins for do- 
mestic enterprise. The huge volume of 
unfilled orders placed earlier in the 
year in anticipation of strikes and 
higher prices has largely run out and 
new business is coming in slowly. In 
consequence industrial activity has 
slackened. In view of the fact that we 
have had a long period of unusual 
activity accompanied by a rapid ad- 
vance in costs, it would not be surpris- 
ing if we faced an adjustment period, 
the extent of which would depend 
largely upon how effectively and 
promptly the necessary corrections 
were made. 

“After having advanced to the high- 
est level since 1929 by March of this 
year, industrial production of repre- 
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sentative industries since that time has 
declined by about 10 per cent. For 
the first eight months, however, aggre- 
gate industrial production was about 
18 per cent. over the corresponding 
period of a year ago. 

“Steel mills are now operating at 
76 per cent. of capacity as against more 
than 91 per cent. at the spring peak. 
Production is in excess of shipments 
and many mills are cutting down 
schedules in order to bring output more 
in line with incoming business. Orders 
from the automobile industry are in 
small volume although a considerable 
increase from this source is expected 
next month when the automobile mak- 
ers swing into the manufacture of new 
models. Because of the uncertainty 
over the outlook for earnings, railroad 
buying has failed to come up to ex- 
pectations. New business in the con- 
struction industry has likewise fallen 
short of earlier estimates. The trade 


anticipates that for the remainder of the 
year the steel industry may be operat- 
ing from 70 per cent. to 80 per cent. 


of capacity. 

“Production of cars and trucks in 
August was nearly 20 per cent. below 
the preceding month although more 
than one-third above August of 1936. 
For the first eight months approxi- 
mately 3,750,000 cars and trucks were 
produced, representing a gain of nearly 
13 per cent. over the similar period of 
a year ago. Since the first of this 
month, motor vehicle output has de- 
clined to the lowest level of the year 
which is in line with the usual seasonal 
developments in preparation for a 
change to the new models, the produc- 
tion of which will perhaps be in full 
swing by November. Price schedules 
of new models show a moderate in- 
crease but the leaders of the industry 
feel that this will have only a tem- 
porary adverse effect upon sales. Jus- 
tification for the advance in prices is 
indicated by the 20 per cent. increase 
over the 1936 average in the prices of 
raw materials and semi-manufactured 
products used in automobile manufac- 
turing, according to compilations made 
by the Automobile Manufacturers’ As- 
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sociation. The recent steps taken by 
the finance companies to tighten up 
credit terms on installment buying may 
also have a retarding influence upon 
sales but it is a healthy development 
as it will put this type of business on 
a sounder basis. A most encouraging 
feature has been the heavy foreign de- 
mand for American cars. Exports of 
motor vehicles for the first six months 
were the highest since 1929 and 26 per 
cent. above the similar period in 1936. 
In spite of the adverse prevailing fac- 
tors, the trade anticipates that the 1938 
automobile model sales may set a new 
record.” 


@ CaLirornia business in August was 
well above the corresponding month of 
last year, according to the current 
Bank of America Business Review. 


Contrasted with August, 1936, weekly 
payrolls and average employe earnings 
in manufacturing industries were up 
19.8 per cent. and 14.2 per cent., re- 
spectively, while factory employment 
rose 4.9 per cent. Compared with 
July of this year, employment gained 
8.7 per cent. and payrolls increased 
7.1 per cent. Average employe earn- 
ings, however, declined 1.5 per cent. 

The index of prices received by Cali- 
fornia farmers for 24 principal prod- 
ucts in August stood at 121 per cent. 
of the 1910-15 average, the highest 
mark for that month since 1930 and 
12 per cent. over August, 1936, as 
against a decrease of 4.7 per cent. from 
July of this year. 

Bank debits of 15 California cities 
for August were 12 per cent. greater 
than a year ago but 1.5 per cent. below 
the July total. For the first eight 
months of this year, debits were up 12 
per cent. over the corresponding 1936 
period. 

Carloadings in August exceeded the 
previous month by 3.9 per cent. and 
bettered the August, 1936, total by 6.9 
per cent. 

Southern California retail sales, as 
measured by the dollar volume reports 
of department stores, gained 10 per 
cent. over last year. Bay Region sales 
remained unchanged while other Cen- 
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tral California stores’ volume increased 
2 per cent. 

Building permit values of 32 Cali- 
fornia cities in August declined for the 
fourth consecutive month, being 4.9 per 
cent. below July and 1.7 per cent. un- 
der August, 1936. Permits to August 
31 of this year, however, were 14.3 per 
cent. ahead of the corresponding period 
last year and 85 per cent. above the 
first eight months of 1935. 


New Firm 


q Hersert L. Davis, former commis- 
sioner of insurance of the District of 
Columbia and for a long period a 
prominent attorney in Washington, 
has formed a firm with his two sons, 
Malcolm and Herbert, Jr. The for- 
mer is a graduate of the Massachusetts 
Institute of Technology and of late 
years has handled important public 
utility work in Pittsburgh. Herbert, 
Jr., is a lawyer and recently resigned 
from the Agricultural Adjustment Ad- 
ministration where he served with con- 
spicuous success. 

Davis & Davis have their offices in 
the Woodward Building, Washington, 
D. C., and will specialize in insurance, 
banking, public utilities and Federal 
taxation matters having to do with ex- 
pert accounting. In the latter field Mr. 
Davis, Sr., is widely known as former 
auditor of the Supreme Court of the 
District of Columbia and as the author 
of the treatise “Insurance and Bank- 
ing” (Bates Publishing Company, 
Washington, D. C.). 


Bank Accounting 


G In an address before the Wisconsin 
State Chapter of the American Insti- 
tute of Banking in Milwaukee, R. H. 
Brunkhorst, comptroller of the Harris 
Trust and Savings Bank, Chicago, out- 
lined what he considered should be the 
objectives of any bank accounting sys- 
tem. On this subject he said: 
“Were I to set up an accounting 
program for a small bank, I would 
have two objects in mind: information 
for the higher executives, and control. 
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“I have been in many a small bank 
where the operating executive would 
have to take a pencil and paper to fig- 
ure out the bank’s position from an 
ordinary trial balance. Too many bank 
efficiency men have the idea that a 
daily balance of the general ledger is 
the height of something or other. To 
me the balancing of the general ledger 
means placing in the hands of the 
executive a set of figures showing the 
book to be in balance and also show- 
ing him the condition of the bank.” 

Discussing a model statement of con- 
dition which he recommended, Mr. 
Brunkhorst said: 

“T am in favor of this type not only 
because it enables the senior officers to 
get an idea of the bank’s position, but 
also because it permits the making up 
of statements of one kind or another 
for governmental bodies. You will 
note that this is a compiled statement 
and not a recapitulation of debits and 
credits. You will note that the figures 
are arranged to get certain results, and 
further investigation will indicate that 
these results play an important part 
in your statement work from figuring 
reserves to compiling the income tax 
report. 

“I want you to particularly note the 
loan breakdown, the method of finding 
the book value of bonds, and the com- 
pilation of the undivided profits. I do 
not think any of you can say that such 
a plan would not keep your executives 
well informed. 

“To this should be added what in 
my bank is called a ‘bogy sheet’—a 
series of figures classifying loans 
investments to prevent overloaning and 
to permit proper allocating of invest- 
ments. It is almost needless to say that 
diversification of investments accord- 
ing to type, location and whatnot is 
important; a banker should always 
keep in mind that he is investing money 
belonging to others. 

“In my own bank individuals or de- 
partments are on their own; they make 
reports to the general bookkeeper and 
the next morning he makes a recapitu- 
lation for the officers; his figures are 
turned in about 9:30 a. m. These are 
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preliminary figures submitted to all 
banking department officers with a 
complete bound statement book given 
to one supervising officer a little later. 

“I might say right here that to me 
minor positions are training posts, 
many of which should never be elimi- 
nated. I am particularly interested in 
simplifying the work of officers, es- 
pecially the seniors, and keeping down 
their number. 

“I have always been interested in 
keeping down the number of defalca- 
tions of the present-day low salaried 
bank clerks; at that, the number which 
turns up has always been surprising, 
particularly when we strike an epi- 
demic of bank closings. It seems that 
when a bank closes many things turn 
up which we did not know existed. 

“From a control standpoint the gen- 
eral ledger figures should show the 
exact total of whatever subsidiary rec- 
ords are employed, and those subsid- 
iary records should be easy to balance. 

“I am not for writing down loans, 
bonds, etc., as a general rule; it merely 
causes confusion. My preference is to 
set up adequate reserves to cover mar- 
ket fluctuations and the like. 

“On the statement note ‘Overdrafts’ 
and ‘Cash Items,’ two figures which 
should be kept distinctly free from 
other controls and should be apparent 
to the management at a glance.” 


Deaths 


4 Witrrip L. BurcEss, vice-president 
in charge of operations of the City Na- 
tional Bank and Trust Company of 
Chicago, passed away at his home in 
Park Ridge, Illinois, August 18, 1937, 
after several weeks of illness. Mr. 
Burgess was born in Toronto, Canada, 
November 16, 1883. 

At an early age he came to Chicago 
where he started as a messenger at the 
Western Trust and Savings Bank. For 
over thirty-five years he has been iden- 
tified with general banking operations, 
most of that time being associated with 
General Charles G. Dawes. 

After holding various offices, he was 
made an assistant vice-president of the 
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trust department of Central Trust Com- 
pany of Illinois, which office he held 
until his appointment to vice-president 
in charge of operations of the Central 
Republic Bank and Trust Company in 
December of 1931. 

He was a vice-president of the City 
National Bank and Trust Company of 
Chicago since its formation. 

Mr. Burgess was a Mason, a member 
of the Union League Club, and attended 
the Community Church at Park Ridge. 

He is survived by his widow, Ivy H. 
Burgess and two sons, W. C. and Her- 
bert M. He was the son of the late 
Reverend William Burgess of Des 
Plaines and the brother of Emma F. 
Byers of New York, formerly the Na- 
tional Y. W. C. A. secretary; Francis 
H. Burgess, formerly president of the 
Lee Newspaper Syndicate of La Crosse, 
Wisconsin, and publisher of the 
La Crosse Tribune; the Reverend Ros- 
coe Burgess, pastor of the Peoria 
Heights Congregational Church, Peoria 
Heights, Illinois; Mrs. Ciiarles Schlagel 
of Los Angeles, and Mrs. Lillian Per- 


sons, Los Angeles. 


§ Witu1am Henry Crocker, chairman 
of Crocker First National Bank of San 
Francisco, died at his home last month, 
after a long illness. For approximately 
half a century of the 76 years of his 
life, he was active in banking, first with 
the Crocker-Woolworth National Bank, 
of which he was president, then the 
Crocker National Bank with the 
Crocker First Federal Trust Company, 
affiliate of 1908, next the Crocker First 
National Bank, and, latest, the Crocker 
First National Bank of San Francisco, 
from whose presidency he retired in 
1936, to be named chairman, when his 
son, William W. Crocker, became presi- 
dent. 

Mr. Crocker was vice-president of the 
Panama Pacific International Exposi- 
tion and served for two decades on the 
board of regents of the University of 
California. He was a director of the 
Pacific Telegraph & Telephone Co., the 
Metropolitan Life Insurance Co., and 
the Pacific Gas & Electric Co. 

In recent years Mr. Crocker had 
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passed most of his time on his 523- 
acre estate with its 67-room house in 
Burlingame. In 1929, his bank, fol- 
lowing a triple merger, was rated as 
having resources in excess of $400,000,- 
000 and deposits of more than $330,- 
000,000. In addition to the Crocker 
oil, real estate and railroad interests, 
the bank handled such lucrative ac- 
counts as Matson Navigation, Pacific 
Gas & Electric, Standard Oil of Cali- 


fornia and Hawaiian Pineapple. 


q Pierre Quesnay, French economist 
and general director of the Bank for 
International Settlements [World Bank] 
at Basle since its organization, was 
drowned last month while swimming 
in a pond near Saint Leomar in the 
Department of Vienne. 


M. Quesnay had been spending his 
vacation as a guest of Emile Moreau, 
former governor of the Bank of 
France, and after daily hunting and 
fishing trips had been swimming in the 
pond. While swimming he suffered a 
cramp and sank before aid could reach 
him. It took several hours to recover 


the body. 


M. Quesnay was one of the most bril- 
liant younger French economists. He 
served with the Reparations Commission 
just after the war and then became 
chief of the secretariat of the Bank of 
France. 

He was a member of the Young plan 
commission and was one of the leading 
experts in drafting the statutes of the 
Bank for International Settlements. 
When the bank was started at Basle Mr. 
Quesnay was appointed its manager, in 
which capacity he served since 1930. 


qW. W. Woopson, 61, president of 
the First National Bank, Waco, Texas, 
died last month. Mr. Woodson was a 
former president of the Texas Bankers 
Association and widely known in na- 
tional banking affairs. 

He began his banking career at the 
age of 19 with the Palestine National 
Bank at Palestine, Texas. He had 
served as cashier of the First National 
Bank of Mart, McLennan County; 
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cashier of the Exchange National Bank 
of Waco, and in 1916 became affiliated 
with the First National Bank of Waco, 
being elected its president in 1920. 

A graduate of the University of 
Texas, Mr. Woodson in his youthful 
days was secretary to Gov. James Ste- 
phen Hogg. He also was vice-president 
of the East Texas Chamber of Com- 


merce, 


4 Garpner HEATH, cashier of the for- 
mer First National Bank, and director 
in its successor, the First National Bank 
and Trust Company, New Canaan, 
Conn., died on September 9, after a 
short illness, at the age of 85. He 
was the oldest living member and had 
been a former deacon of the Congrega- 
tional Church. 


q JosepH ANDREWS, vice-president and 
trustee of the Bank of New York and 
Trust Company and a director in sev- 
eral insurance companies, died at his 
home in Englewood, N. J., last month 
at the age of 75. 

Mr. Andrews had been with the Bank 
of New York and Trust Company since 
1884, advancing through the positions 
of clerk, assistant cashier, vice-presi- 
dent and trustee. He was active until 
the time of his death. 

He was a director of the Columbian 
Insurance Company, the General Re- 
insurance Corporation, the Phoenix In- 
demnity Corporation, the Eagle Fire 
Insurance Company, and was associated 
with other firms in the insurance field. 

Mr. Andrews was born in Salem, 
Mass., the youngest of three sons of 
Major Gen. Joseph Andrews and Judith 
Walker Andrews. He was a member of 
the class of 1884 at Harvard Univer- 
sity, having gone there from the Bos- 
ton Latin School. He began his busi- 
ness career with Kidder, Peabody & 
Co. of Boston, joining the Bank of New 
York and Trust Company shortly after 
finishing college. 


@Grorce W. BacHELLer, formerly 
secretary and treasurer of the Newport, 
R. I., Trust Company died on August 
31. 





THE BANKERS MAGAZINE 


Education 


q A Two-Day convention of the Wis- 
consin state chapter of the American 
Institute of Banking was held in Mil- 
waukee on September 8 and 9. The 
occasion marked the 20th anniversary 
of the founding of the chapter. Speak- 
ers included: G. O. Thorpe of Chippewa 
Falls whose subject was “Why Charge 
for Banking Service?”; R. H. Brunk- 
horst, comptroller of the Harris Trust 
and Savings Bank, Chicago, who spoke 
on “Small Bank General Accounting”; 
Stanley Bennett, secretary, Wisconsin 
Bankshares Corporation, on “Operating 
Costs”; Jacobus Kruyne, assistant vice- 
president, Marshall & Ilsley Bank, on 
“Fundamentals of Bank Credit”; Val 
Zillig, chief appraiser, Home Owners 
Loan Corporation, on “Danger Points 
in Real Estate Financing,” and Geof- 
frey Willoughby, manager, Better Busi- 
ness Bureau, who discussed “White 


Collar Bandits.” A convention banquet 
was held Thursday evening. 


Q THE 1937-38 catalogue of the New 
York Chapter of the American Institute 
of Banking has been published giving 
a complete description of all of the 
courses in banking and investments 
offered by the chapter. The fall semes- 
ter of the 37th year of the New York 
Chapter began on September 20. 


In a recent statement released to the 
press entitled “The Right Attitude,” 
Frank R. Curda, president of the 


American Institute of Banking, says: 


“The American Institute of Banking, 
now in its fourth decade of service to 
bank people, has always preached 
against the fallacy of a finished bank- 
ing education. It does not recognize 
the so-called ‘point of saturation,’ for 
if banking is adopted as a life work, 
then banking becomes a life study. 
From time to time Institute activities 
are changed and expanded to conform 
to advanced requirements and to a 
more extended period of training. An- 
nually the list of Standard Certificate 
holders grows, and of the thousands 
now on the roster of graduates, many 
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who received their certificates when 
fewer study courses were required than 
at present, continue to exercise keen 
judgment by taking the additional 
courses—not for special recognition but 
to increase their store of useful and 
required knowledge.” 


qTue following statement was re- 
cently released by Milton F. Barlow, 
vice-president of the American Insti- 
tute of Banking: 


“While the frontier was hesitating at 
the Missouri river, getting ready for 
another great leap westward to the 
Rockies, this incident occurred in one 
of the newly settled river towns. It 
was a late fall day with a trace of snow 
in the air, and the thoughts of the 
citizens turned naturally to the rigors 
and privations winter always brings 
to pioneer communities. Down the 
rutty main street strode the most suc- 
cessful farmer of the locality, guiding 
an ox and small wagon filled with corn. 
The local financial magnate stood on 
the boardwalk in front of the combina- 
tion land office and bank talking to a 
good-natured soul named Jed, who was 
by way of being a character in those 
parts and nobody’s enemy save his 
own. Conversation, which had been 
mostly about the weather, shifted to 
the severity of last winter when fuel 
and food ran short, causing the invol- 
untary removal of an unusually large 
number of fellow townsmen from the 
scene. 


“The banker concerned himself in a 
neighborly way with the problem of 
food and fuel for the winter almost 
upon them. He asked if things were 
all right at Jed’s house and was told 
that nothing had been taken care of 
yet, though something was bound to 
turn up. Noticing the wagonload of 
corn, he remarked that Jed’s small 
family could get along pretty well if 
they had the corn and cobs in the 
wagon, and with the generosity typical 
in frontier settlements he conceded that 
it could be fixed so the family could 
have it. 


“For a time there was no answer. 
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Then Jed slouched around to a more 
comfortable position against the build- 
ing, shifted his chew, and drawled 
dubiously, ‘Is it shelled?’ 

“The neighborliness of the frontier 
evident in this incident is still with us. 
Most senior bank officials through their 
banks are supporting the American In- 
stitute of Banking financially as well 
as morally, making it possible for the 
Institute to schedule courses at prices 
which are within the ability of bank 
workers to pay. The bankers of our 
day are, so to speak, offering us the 
intellectual food we need to make our 
present jobs easier and more interest- 
ing and to fit ourselves for more re- 
sponsible positions later on. In order 
that we may take advantage of this gen- 
erosity, we should gladly make the sac- 
rifices of personal time and money in- 
volved. 

“Another Institute year is getting 
under way. The first classes have al- 
ready been held. Join the Institute 


and resolve to see it through to make 
this year the most constructive in your 


banking life. In this way you can be 
sure to save yourself from becoming 
one of those who settle back comfort- 
ably, excusing themselves from taking 
advantage of every opportunity involv- 
ing personal exertion by resort to a few 
critical words which sound little dif- 
ferent from ‘Is it shelled?’ ” 


q Tue Virginia Bankers Association 
will codperate with the University of 
Virginia in the establishment of a 
school of banking next summer, ac- 
cording to an announcement made by 
Alexander F. Ryland, new president of 
the association, and vice-president of 
the First and Merchants National Bank, 
Richmond, Va. 

Dr. Elbert A. Kincaid, professor of 
commerce and business administration, 
advanced the idea of operating the 
school each summer. The school will 
be patterned after the one held at the 
University of North Carolina last sum- 
mer. Officers, directors and employes 
of Virginia banks will be eligible. 
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Investments 


q TaLxine on the subject of the invest- 
ment of trust funds, George E. Lloyd, 
trust officer of the Pennsylvania Com- 
pany for Insurances on Lives and 
Granting Annuities, Philadelphia, ad- 
dressed the convention of the American 
Bar Association in St. Louis, in part as 
follows, on September 29: 

“No investment can be forgotten to- 
day and no investment can be put in 
a safe deposit box for long without 
looking it over to see whether some 
feature does not cry out to be replaced 
by one having, for instance, in the case 
of a railroad bond, a better outlook for 
increased traffic or a more satisfactory 
fixed charge coverage. Then, if it is a 
utility bond, are its franchises tem- 
porary or permanent? What are the 
sources of operating revenue, size of 
issue—as compared to the sound prop- 
erty value? An investment analyst 
would be amused at the small number 
of questions propounded here as they 
represent but a fraction of the queries 
he must have answered before he offers 
an opinion as to safety of investment. 
Then these must be followed by an- 
swers to questions as to yield and 
marketability. 

“In discussing the question of infla- 
tion with an associate of mine who 
keeps fully abreast of events and 
trends, he said: 

“ ‘While it is entirely possible we will 
have further inflation, it would be un- 
wise for trustees to regulate their in- 
vestments on the theory of a wild and 
uncontrolled inflation,—and too much 
emphasis has been placed upon this 
fear. The only safe plan for the trus- 
tee to follow is the plan of diversifica- 
tion of securities of the various types, 
as it is a matter of pure speculation as 
to which type of investment inflation 
will hit the hardest. Even amongst 
stocks, according to past history, there 
have been particular stocks that have 
benefited, while others have not.’ 

“It is obvious that no one knows 
whether or not we will have inflation 
or what type of resources will be the 
least hurt by it, if it comes. Is not 
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the best principle, as my associate said, 
for a trustee to follow under these cir- 
cumstances the old one of diversifica- 
tion? In other words, we feel that 
each trust should not only be properly 
diversified among Government, utility, 
railroad and industrial bonds and real 
estate mortgages, but should also, to 
the extent that the law permits, be 
diversified as to senior obligations, con- 
vertible obligations — which should 
prove satisfactory whether we have in- 
flation or not—and equities. A wide 
list of the latter should not only give 
some inflation protection, but also per- 
mit representation in fields in which 
no good senior securities are available, 
for example, electrical equipment and 
other industries and insurance. 

“How to get enough yield to meet 
the real need of customers for the ur- 
gent necessities of life is the burning 
question today in the life of any trust 
man and when I say trust man, I in- 
clude the lawyer who plans as well as 
administers estates and trusts. It is a 
belief, however, that wealth, as we have 
been reared to regard it, is due for still 
lower rewards. “The predominant po- 
litical philosphy’ as has been said ‘is 
on the side of lower return’ whether 
we like it or not. What will happen 
to wealth, so called, in the immediate 
as well as the distant future no one of 
sanity or otherwise can forecast. 


“The question of the proper type of 
investments for trust funds has two 
sides. One, can be said to be the trus- 
tee’s duty to his trust and the second, 
his duty to himself. It is unfortunate 
that there could be any possible con- 
flict between these duties, but such con- 
flicts can and do exist and it is my 
feeling that nothing can be gained by 
ignoring them. They should, instead, 
be faced and an attempt made to avert 
them. A trustee should be able to in- 
vest the funds entrusted to him in the 
way he thinks best for the trust, with- 
out, at the same time, having to think 
of possible surcharge or other liabil- 
ities. It may be helpful to point out 
several cases of any such conflict of 
duties and the methods that are being 
used to attempt to solve them. 
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“For example, a small trust cannot 
be properly diversified, if invested by 
itself, unless the trustee is willing to 
incur a substantial annual loss in its 
management as commissions cannot 
equal the cost of handling a score of 
very small investment units. He is in 
the unfortunate position of being forced 
to either make too few investments or 
to lose money. The commingled trust 
or ‘coéperative investing’ would seem 
to be an excellent solution of this prob- 
lem. In any event, the trustee must 
adopt the best plan and one that is 
fair to both the remainderman and the 
life tenant. While our primary duty 
may be to the life tenant, we owe a 
duty to both for which we are to buy. 
To keep the life tenant only in view, 
we are to some extent overlooking the 
remainderman. 


“Another of the constant problems 
in portfolio and estate planning is the 
question of maturities. With a fair 
amount of certainty we can assist a 
customer in having his investments paid 
at times to codrdinate with his needs 
while living, but the exactitude of his 
time of death is beyond our ken to 
predict. Investments for the benefit of 
the living are quite a different thing 
than those for post-mortem use. They 
both perform vastly different functions 
and the wisdom of Solomon must be 
quite nearly approached if we are able 
to select one set of investments to per- 
form both functions. An investment 
for an active man during life is quite 
different from the one he should leave 
in his estate for his dependents. Diversi- 
fication of maturities would seem to 
give the best answer. 

“While discussing this subject, I 
shall ask you to indulge me for a ref- 
erence to my native state of Pennsyl- 
vania. The subject under consideration 
is the investment of trust funds and 
I do not hesitate to say we believe we 
have the best law of any state upon 
the subject of legal trust investments. 
It is the best because it is the latest 
and we had the benefit of the experi- 
ence of all other states in the framing 
of their laws. Our case, however, was 
a little different in that for sixty-two 
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years our only law upon the subject of 
trust investments was literally frozen 
in the constitution of our state. A 
small group of far-seeing leaders in the 
fiduciary field recognized the static and 
inadequate conditions and planned 
wisely and well to have the Constitu- 
tion amended and leave the determina- 
tion of trust investments with living 
men—the legislature. Accordingly, on 
November 7, 1935, by a majority vote 
by the people of the state it was de- 
clar 

“*The general assembly may, from 
time to time, by law prescribe the 
nature and kind of investments for 
trust funds to be made by executors, 
administrators, trustees, guardians. and 
other fiduciaries.’ 

“In 1935, we had our first trust in- 
vestment act which was amendatory to 
Sections 41-2 of the Fiduciaries Act of 
the state. In drafting this new law, 
we also had the benefit of experience 
gained in the depression. In 1937, we 


presented certain amendments which 
were accepted and became the law of 


the state. Both the history and the en- 
larged list of investments believed to 
be eligible are recorded in ‘Trust In- 
vestments in Pennsylvania,’ published 
in 1935 and a revised edition in 1937, 
so that at present individual and cor- 
porate trustee have available for legal 
trust investments in Pennsylvania, 229 
issues aggregating three and one-half 
billion dollars in par value in addition 
to Government and state bonds and 
real estate mortgages, whereas under 
the Constitution, which was stationery, 
we were restricted to U. S. Government, 
state and municipals of Pennsylvania 
and real estate mortgages. We hope 
we shall be flattered by imitation. 
“Before the passage of this law a 
trustee could only buy railroad and 
utility bonds and properly diversify a 
legal trust at his peril. Similarly, Mr. 


Headley has pointed out the possible’ 


risks to a trustee in buying equities. 
The trustee should certainly not have 
to think of himself or itself, when de- 
ciding what, if any, proportion of 
equities is in the best interest of non- 
legal trust estates. With this in mind 
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and feeling that a modest proportion: nD 
is justified, my company has recently 
asked our courts whether the usua 
nonlegal clause implies the right to 
buy stocks. By divided opinion, the: 
Orphans’ Court gives the right and we 
are now awaiting the decision of the 
Supreme Court to which an appeal h 
been taken. Such examples are inte 
esting as showing what can be done i 
the direction of placing fiduciaries in 
a position to act solely in the interest’ 
of their trusts.” 


q THE September 9 bulletin of Poor's” 
Advisory Service advises banks to in- 
crease the amount of their holdings of 
bonds and notes with short maturities, 
“Occasional deviations in this per- 
manent policy are, of course, advisable: 
from time to time to meet extreme 
variations in bond market conditions,” 
but the basic principle of spreading” 
maturities in very high-grade bonds: 
should always be kept in mind,” the 
bulletin states. x 
“Thus, under existing conditions, it” 
is our opinion that a bank should have” 
a larger than normal amount of its ™ 
funds in issues maturing within ten” 
years and a smaller than normal” 
amount in low-coupon, long-term ob-~ 
ligations which are vulnerable to 
tighter money rates. 2 
“Summarizing, commercial bank in 
vestment policies should meet the fol- 
lowing aims: 


“(1) Limitation of the portfolio, - 
largely to high-grade, easily market- — 
able issues; : 

“(2) Willingness to accept the cur-~ 
rent interest rate on very high- grade” 
issues from time to time; 

“(3) Refusal to plunge or to specu-_ 
late either through excessive trading in” 
short-term obligations, or purchasing | 
long-term issues entirely; 

“(4) Diversification of risks geo: © 
graphically and among different indus 
tries, and 

“(5) A proper maturity sirengeasill 
which will permit a regular reinvest=~ 
ment of funds from year to year, W 
a consequent steadier income.” 








